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) are provided to improve the management control of OFC-01 funds.

o

A\

Accession For

& NTIS GRA&I E |

B DTIC TAB

& Unannounced [

‘ Justification_ _
A

4 gt e e

BY
___Ili_.ﬂgtribut Lo/

e —————

Avallabilivy Cog aé

JAvail aiifop "M‘1 ’
, Dist Speeial |

[ AL

1A

T RN

000 SOV A R

DD , Form, 1473 UNCLASSIFIED
A ) ‘ ‘

§/N 0102-014-6601 SECUMPY CLAMNPICATION BF YIS PAGRVRen Date Eniered) ]

o A -~ T ey g

.y

1




1 R A VT e 1

Approved for public raleasa; distribution unlimitad.

Nanagement Control of Plight Operations (OFPC~01) Funds
by

. Robert N. Burton Jr.
Lisutenanpt Commander, Unitad States Navy
B.S., United States faval Academy, 1970

Submit+ed in a;ti§l fulfi%lment of the
requirements for tha legree o

MASTER OF SCIENCE IN MANAGEMENT

from the

NAVAL POSTGRADUATE S5CTHOOGL

3
Dez2mber, 1982

uthor: ,_:@?&Mﬁm ______________________

Approved by:

- " Dy W Yy S SN T .

Thesis Co~-Advisor

Thesis Co~Advisor

Dean o>f Information arnd Pslicy Sciences

A}



L N

T ey

ABSTRACT

The objective of this thesis is to> review the managemen®
control sys+em of the Unitad States Navy Flight QOperations
(OFC=-01) €funds at the Hsaljuartars, Co>mmander, Naval Air
Porces, U.S. Pacific Fleet (CNAP). Data was collected from
OFC-01 funds administrators, obtainei through field visits
anl telephons in+terviews, and compar2d with Type Commander
directives; and research 5n managsm2a%t control systeas.
Spacific areas described in the rasearcch included the
adminis*ta*ion and flow of OQPC-01 funis, the Buiget OPTAR
Report, and tha Navy Flyin3y Hour Projram.

The cenclusions contained in this *hesis provide an
eviluation 0f the strengths and weakaizasses of the QOFC-01
management control systam. Strengths include 3 well
developed information syst2a2m, an 2stablished fiaancial
structure, and a strong structural organization. Weaknesses
include a flow of funds <hat does not £ollow ths operational
chain of command and a lack of formal feedback from CY¥AP to
the squadron level. Specific recommzndations ars provided
to improve *he management control of JPC-01 funds.
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I. LEIRODUCTION

A. BACKGROUND

Within the Department of the Navy operating force
structure, *+he Commander, Naval Air Forces, United States
Pacific Fleet (CNAP) and the Commandaz, Naval Air Forces,
Uni+ed States Atlantic Fla2t (CNAL) serve as aviation Type
Conmarders (TYCOMs). Thelr primary nission is to> train and
support aviation forces (incluiing Marine air fsrces) in
orier to £ulfill the oparational ra3jiirements of their
respective superior Fles* Zoamandars. The budgsted cost of
each aviation TYCOM to provide that support for fiscal year
1982 (FY 82) is in excess 2f $1 billion.

The funds utilized by CNAP and CNAL to support their
various aviation and other support2d units are providad by
+hair respective superior Fleet Comminders, that is ¢he
Commander-in-Chief, Unitel States Pacific Fleet (CINCPACFLT)
ard the Commandez-in-Chief, United States Atlantic Fleet
(CINCLANTFLT). CNAP and CNAL are 2xpa3nse limitation holders
g for the funds they receiva and maintain legal rassponsibility
under Section 3679, Reviszl Statuta2s, for %the lacgest
portion cf +heir budgets. Both Type Commanders issue
Opsratirng Budgets (OBs) to themselvas in order to finance
headquarters Staff and s<h2r centrally administzred cos=s
such as ship and squadron sperations and temporarcy
adlitional duty. WNaval air stations and shore activities
under CNAP's and CNAL's a2iministrativa command are granted
separate OBs for base operations and are issued reimbursabla
orders fcr Plight Operations funds.
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Air stations and shora activitias
accordarce with the guidance proviiel

Managemser: of ResQurces (Dapartmental
(NAVSO P-3006). The operating forces

Binancial Mapagement ¢f Ra3Qurzes (Operating Forces)
Additional finanzial manayamant and information

Chief of Naval
Operations (CNJ) and CINCPACFLI/CINCLANTFLT.
of resds>urces for opsratiag units

P-3013).
systems guidance is provilesd by the

provided for the managezea:

manage “heir funds in
in Eipapgial
and Pield Activities)
are guided by
(NAVSO

Tha guidance

(departmen+tal and field activities aad operating forces)

provides:

1) moretary %f g i 1¢i
aragers e ec y and
made availa

2) operatin bu et Jragtors ani
éaéaggeegt tga+ 32 % g 2 pa‘g
ec+ ve coordina 5

1 or the determl%atﬂon ©f the ¢
ivx*y in *ezms o
appl_ea. (NAVSO P-30056,

ger levels

£
t of ogerat:
re

e _ijnformazior “hat will enable
affg:iantiy nafags resour

ces

%or

nse of an
nsamed oI

1 necessary
resoursas;

es ¢C

To facilitate the wanagyement and accumulatiosn of rost

data based on the naturz >f arn
cparating forces is divid=i, in pars,

Categories (OFCs).

two~-digit codes (e.g., 7B, TF, 97)

expens2,
into OPTAR Func*ional
Examplss of OFCs are OFC-01 =~
Operaticns and 0FC~50 - Aviation Flz2t Main+tenaace.
OFCs ace further stratifi2l by Fund Csie.
ralat

funding for

Flight
The
Fund Codes are
ing to a Five Year

Defense Program and the appropriates 2xpense elsamant

(COMNAVATIRLANTINST 7310.12, 1980, p.II-2).
Flight Operations (OFC-01) funis are *those funds, and
costs, associated with ths operation >f aircraft. OFC-01

funds are provided to suppd>r* petralauam, oil and lubricants

(PIL), and other flight operations raquirements.

Management

of those funds is the respnsibility >f the S+taffs at CNAP

anl CNAL.

To ensure acherance to CNJ financial guidance,

the CNAP and CNAL Staffs continuously rceview buidget
pecformarnce, both by activity and by funding category.

1
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Thay submit monthly roporcts on the status of Plight
Opsrations costs to CNO (92 S12). Tha reported Pligh=
Oparations Information, along with reslated information on
Aviation Fleet Maintenaaca (A¥M) funis, is used..."in CNO to
monitor Flying Hceur Prograz exscution, to generate a facter
input for future programs and to raspind to high level
injuiries and avait reviews. It is >f utmost iaportance
that it be accurate and timely"™ (OPNAVINST 731).1D, 1980,
P«3). The inform+ion usal in CNJ t> monitor ths Plying
Hour Program (FHF) by reviawing tha aonthly Plylag Hour Cost
Report (FHCR), is taken from thz Budijet OPTAR Repor%s (BORs)
submitted to CNAP and CNAL by aviation units with Operating
Targets (OPTARs) .

The BOR is categorized by J)FC wita a separate report for
each OFC and fur+her stracified by fund code. The OFC-01
BOR reports the foliowing information required f£or %he
praper managegent of Fligﬁt Oparatioas funds:

(1) cumula+ive obligations,

(2) hours flovn during the month by applicabls aircraft
type equipment coie (TEQ ,

{3) cumulative flight hd>i1rs £lown f£or the fiscal year *o
date (FYTD) by applizable TEZ, and

(4) gallons of fuel consaimed duringy the report month.

Because of the BOR's importance in ths financial management
control system for Fligh+ Jdperations (JFPC-01) funds, *he
accuracy of the €flight »>pacations information on the BOR is
critical in supporting a2 successful Flying Hour Progranm
(PHP) . However, based >n liscussions with CNAP Staff
pecsonnel, it appears that the information proviled to CNO
doas nct totally meet the statad critacion of accuracy.

T
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Thie poses at least “wo important quastions:

(1) what is ¢he impetus for Squadron Commanders to compare
! squadron performanca with tha IND budgetsd cost per
‘ oo hour ?

(2) Wua® can be done to ansure corcrect fuel consump=ion
data?

This thesis takes a criticzal look at thase two juesticns by
investigating the CNAP management So1trol system for OFC-01

funds.

B. SCOPE

This *hesis reviews th: managzam2nt control >f Flight !
Opsrations (OPC-01) funds at CNAP. The FY-82 CNAP budget 6
calls for *he expenditure of 3522 million for Flight
Oparations support. Coabiied with the Aviation Flee+ !
Maintenance (AFM) budget >f nearly $200 million, direc: :
aircraft support costs account for approximately 66.8
percent of CNAP's annual bidget. Thas, effective managemant
of these funds is crucial to the propar allocation and
utilization of CNAP resourcces.

Although very much related, an 212lysis of the
management control of AFM funds is n>t within the scope of
this thesis. Since OFC-01 and APM =>sts are cdoabined to
produce direct aircraft sipport costs (e.g9., to2tal cost per
flying hour), there are many common problems ian their
managemert control systams. Fd>r a raview of the management
control system for AFM funils tae raaler is invited to see
the NPS theses on the sibjesct by Reily and Sheppard (1980)
anl Bozir (1981).

13
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C. OBJECTIVES

Relating to *he questions poseld, the specific ohjsctives
of the thesis are:
(1) To develop, from tha accountingy and related
literature, 2 managament contrsl model;

(2) To dascribe the maniajement controsl system for Plight
Opera*ions (OFC-01) funds ussd by the sStaff, CNAP;

(3) Tc compare the contrdl systea prasently utilized at
CNAP to the model daveloped f£r>a the accounting and
related 1i“erature; and

(4) To provide c¢onclusions and raco>mmendations based on
that comparison.

D. HETHODOLOGY

The thesis contains tha information necessary to develop
a conplete description of the manajsamspt contral system for
Flight Operations (OFC-01) funds at the Headquarters, CNAP
and to develop a valid managemsnt =oatrol model based orn the
accourting and related lit2ratare. The information
collected and reviewed included currsnt Navy instructions
anl directives pertaining to Flight Jdperations (JFC-01)
funds, marnagemen* control literaturs, and previous studies
of Type Ccmmander funds accournting 2131 managemant,
particularly the theses on the manag2ment control of
Aviation Flee~ Maintenanca funls by R2ily and Shapparid
(1980) ard Bozin (1981 . Visits to taa Headquarters, CNAP
and oral and written corrasponiencs with CNO, CNAP, and CNAL
Staff personnel wire vital to the information collection
process and provided immeaisurable assistance in reviewing

the current instructions, polizies 21131 procedurss.

1%
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BE. ORGANIZATION

The thesis is divided into five chapters.

Chapter One provides an introduction to the
oryanizational structure 5f the aviation Type Coammanders, 2
brief explanation of the importancs >f valid flight
operations information, tha scope t2 the thesis, the
objectives of the thesis, and the mathodology used in
writing the thasis.

Chapter Two attempts to develop an acceptable
managemert contrcl model based in th2 accounting and related
management literature. Minagement zd24rol is defined, the
characteristics cf control in organizations are discussed,
and the recessity for adejuate managsment contral in *%he
effective and efficient us2 of ressurces is demonstrated.

Chapter Three describ=s “h? manajysment contrdl systen
for Pligh*t Operations (OFC-01) funis used by “hs Staff,
Coamander, Naval Air Forca2s, United States Pacific FPleet
(CNAP).

Chapter Four provides comparisons between the managemen*
control sytem developed i1 +the model and the management
control system for OFC-01 used by “h: Staff, CNAP.

Chapter Five presents sonclusisns drawn from tiae
comparisons made, the strangths ani weaknesses >f the CNAP
management control syst2a for JFC-01 funds, and
recomnendations +to improvs the manajyzment control of OFC-01
funds. Finally, the chaptar indicatss two areas for
possible future study.

15
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II. BANDMGEUENT CONTR2L HQREL

A. INTRODUCTION

1. Gepseral

The purpcse of this chapter i{is to develop a
management contrcl model based in th?: accountiny and related
literature. The model Jevalopzd is >nly one representation
of a maragement control system. AS Euske has pointed out:

I g T T R T S T O
are_based is weak. An part cu ar element or celationsh p

could be guest ioned and possi I diagrammed d~fferen+ly,
be ause t ere are competzng exp anatlons for what happens

2, P.5).

The chapter consists of thres parts. First,
management control is defianed and its iamportances in
oryanizations is exgplainei. Part tw> 3iscusses the concept
of control and identifiss varisus characteristics cf
management control systams. Finally, management control in
organizations is discussed inr 31=stail. Specific items
covered include design of - ontrol systams, goals and
objectives, measurement davices, and pzrformance monitoring
and appraisal.

2. Mapagement Coptgal

a. Management Control Definad

Management sontrol as it Ls known today has i¢+s
roots in the scientific management mo>vement of the late
nineteenth and early twentieth centurias (Houck, 1979). The
major emphasis ir managsmaat coatrol is on efficient ard
effective use of resources. As Anthd>ny and Herzlinger point
out..."manageren+ control is the prozass by which managemen*
assures that the Srganization carrias ocut it¢s strategies

16
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effectively and efficiently" (1980, p.3). It focuses on “he
planaing and conduct of functional activities
anl,.,."addressas itself t> the pragmatic planning and
evaluaticn of functional operations with the spacific
cbjective of establishing and maintaining efficient conduct
of interrelatad activities of an organization
anl...effectiveness of resources basad on clearly
established standards and yuidelinas" (Houck, 1379, p.211).

b. The Need For ¥Managamen®t Zontrol

There are at lasast four key rsasons for
managemer* control in organizationms.

FPirst, in carcying out i:s wvwork, management must
make choices or decisions. To contribute *o go5d decision
making the information and control system mus%: get the right
information, in an understandasls form and amouat, to the
iniividual or individuals who need it (Lawler and Rhode,
1976) . ’

Second, cootdinating and controlling the
activities of members of >rganizatiocas are difficult *asks.
Coordinating those activities inevitably leads t> soma type
of control (Lawler and Rhdle, 1976).

Third, manag2m2nt must hava reports for its own
usz and it must generats ra2ports £or sutside parties
(Anthony and Herzlinger, 1980).

Pinally, manajya2ment must 4o what it can to
assure that resources are i1sed efficiently and affectively
(Anthony and Herzlinger, 1980).

17




B CONCEPT OF CONTROL

1. Defipition of ¢ankgel

Control has been variously da3fined as :
(1) the process by which managema2nt z2ssures that resources
are acquired and autilized to accomplish organizational
goals (Anthony and d4srzlinger, 1980) ;

(2) the monitoring of plans and piapointing of significant
devia*ions from them (Bobulinski, 1981);

(3) the methods and prozsduras which ensure tha efficient
and effective use of all resources (input) in relation
to missicn performance (output)

(NAVSO P-3006-1, 1975);

(4) *he process of tryiny to achiave conformity between
goals and cbjectives (Cop2land and Dascher, 1974); and

(5) The rules and repa2titive porseiures that provide for
data accumulation 2nl coammunication aimed at
facilitating decision making (Horngren, 1977).

The common element in thesa2 ard other definitions of control
is a decision making process that supports the efficient and
effective usie of resources.

2. contpol System Chacactsristizs

A review of the literature indicates that to
sucsessfully implement 2 jJiven cours2 of action and to
effectively use *he resulting feedback, a managsment contzol
system muset have at least four importan* charactaristics.

First, any control system has at least five
essential elemen ts:

livg *nformation systan *‘hat raco>rds the progress of an

2% tructur organizat‘on elaman®t to whichk the
ivity is assigne
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3 formal reportiny 3scument €5r generating *"“fewdback"
sﬁ)t%e orqanizaggon ugit. J J

a planned o redatarmined activity measurs ingt
<h gctugI acﬁigvenant aeasurss can Ko comparea?aan

t1
5) a, decision king capability that e ts wi<hip the

ér)gnizatfan nnzg ogtiﬁg a %iog tgat ufii Er!n the

acg svement leve n lins with the planned lavel (Houck,
1979, p.3).

Second, a formal minagament control system is a
total system in the sense that it smbraces all aspects of
the organization's operation (Anthony and Herzlinger, 1980).
As Amey points out,
A.system...bghaveg as a whole, the
2lafent ape gepenﬁent on af& £ne ot
up the behavior of tha whole from ¢t

have to take to accouat tha relations between the
varlious sgubor 3nated systems and the systems which are
super-crdinated to them in order_ %> understand the
behavior of the parts (1979, p.63).

Third, control systems help provide goal congruence
and incentive throcugh the use of tachnical tools (e.g.,
buigets, standards, formal me2asura2s >f performance) that
provide Information and f2a3dback (Hornyren, 1977} . Lawler
anil Rhode would call this "influenciag behavior"; a crucial
aspect ¢f any control systam (1975, 2.6).

Fipally, management control systems ars built around
a financial structure; that is, resources are expressed in
monetary units (Anthony ani Herzlingysr, 1980). Anthony and
Herzlinger vwrite:

Money is “he oply commopn denominator by means »f which th

hetezcgenous eyexents o? resdureas can?be combined ang ©
comparéd....The accounting syst2n provides a unifginq cQr2
to1g?1ch other types 5f information car be related (1980,

p. L ]

From the four coantrol systsm characteristics, it can
be seen that management cdatrol systams are concerned with
the organization as a whol2., The f5-us of the aanagement
control systam is on usiny some abstract form of reality
such as financial information as a zo>amon denoainator in
establishing goals, monit>-ing performance, measuring
per fcrmance, rewarding satisfactory parformance, and

revising the initial goals and plans.

anges in sverx
rS.ese 121 c2anfiot sum

h
e
g isolatsl parts...you

R
h
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)
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Ce MAWAGEMENT CONTROL IN DRGANIZATIDNS

1. Gensgal

Management control in organizations is an
organization-wilde effort. Euske statss:

Han:g !ent on+trol deals with a liaited number 9

variables that tend to ba Internal t> the organization.

1so, th e variables acse celated to> a3 relativaely

ll~defined se¢t of grei c}abla tobleps or

s tuat ogs.... e pr matg involvamant in management

control ine manayars and tag ranagemen They are

the indiv.duals whosa acfo:narca s measured by the

mangqemen* control sys 3m. The lina managers afe also the
ls wvho must influence the sther line managers in

s§ggt of the data drawn from the management contro

em.

3iv en hg foc&s of managament contfal and the variables in
ft the data for manageiant =ontrs

P A R s et v o Rl

e ot

(1) *ends +*o be in monatary terms,

(2) tends to be interaally oriantad and historical,

(3) results from cl2arly defined sets of problems, and
(4) +tends <o be rhythaic in natur=. (1982, pp. 6-8).

A large part of th2 organization-wide effort in
controlling an organization..."depsnis on knowing how +o
manage human resources 23ffactively - in selec+ing staff, in
dealing with human error, in introiuzing organiza+ion
changes, in motivating peosple to bst:er efforts, and in
training and gquiding peopla% (Mocklar, 1972, p.9). 1In crder
to manage those human rasources effastively, the
organizational s+ructure ind corntrol system must fit the
neads of its employees (Sibson, 1976). If the structure and
control system are a+ odds with the 12eds of its employees,
employees may behave in wiys that look good in terms of the
control system measures bit that are dysfunctional as far as
the generally agreed upon joals of ti2 organization (lLawler
anl Rhode, 1976) . Thus, when one lod>ks at the different
aspects of management control in orjainizations, human
resources must be considerad a vital alement in the
environment surrounding tha controsl 3ystenm.

2)




This section of th2 ¢h2sis lioks at four aspecis of
control in organ iza tions:
(1) the design of contrsl systenms,

(2) goals and ocbjectives,
(3) measurement devicss, and
(4) performance monitoriag.

2. Desig

3

of control Systams

fth

%hile the need for gool manay2ment contrd>l systems
is documented In much o2f the accounting and management
literature (e.g., Anthony and Isrzliagysr, 1980; Lawler and
Rhode, 1976) poor decision making ari Improper utiliza<ion
of resources is wilesprzad in both th2 private and public
sectors (S+aa*s, 1981). This is dus, ia large a2asurs, not
to the lazck of control systems but ri*her “o poorly designed
or poorly implemented control syst2ms. Messal writss,

T'he means of control include, but are not limited to fornm
9f organization, polizi=s, systems, procedurss,
instractions, séandaris. committass, charts of accounts,
forecasts, budgets, sch2lules, reg:rts, checklists, .
svices, and internal aadizing., It becomes apparent then
t thke desigr and iampl2menta<ion of contzols will have 2
ggund ggfect orn ths parformance o>f an organiza+ion
¢ Pe .

Becaus2 of its impac* on srgaaization performance,

i

tha
TO

738

control system design must be 3 cara2fully plannzd z2nd
executed process. In tae acdel d2veloped in this thesis,
th2 design <f management co5ntrol systams is accomplished in
three phases:

(1) management must view ths organization as 3 systen,

(2) the control system must be d2signed with the
characteristics of the organization and its
environment in mind, and

(3) maragement must reviaw the constraints placad on :he

desired control systzm.
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a. The Organization as a System

In its simplest form, an asrganization can be
viaved ir what Ivancevich, Sziliagyi, and Wallace term the
socio-technical systems moiel. Showa in Pigure 2-1, the
molsl is an input-transfornation-cutput system. The system
involves a number of activitias, nam2ly receiviag inputs,
transforming inputs, controlling, cooriina+ing, and
mnaintaining the *ransformation activities, and ganera+ting

- o D S B D P YD RIS R G Gy T D P YD G D D e o - e = -

JUTPUT|->

=>|INPUT|~=<=>| TRANSFORMATION PR)CESS!--->

I FEEDBACK St < (INTERNAL) {

l CONT ROL { SAINTENANCE I COORDINATION!

< { FEEDBACK i (EXTERNAL) [(

<-.-.o-—-~---- - - - - - - - - wp = = - - o ey " @ w

Pigure 2.1 A SOCIJ)-TECHNICAL SYSTENMS NODEL.

outputs,
b. Characteristics of the Ocrganization

Although numer>us dimensions of organizations

exist, “he organ izational charactaristics to ba 3iscussed in
the thesis model are: (1) ¢the degrez 5>f decentraliza+ion,

22
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(2) budgetary control, (3) span of coatrol, (4) £flow of
spending authority, and (5 tha intaranal reviaw functior.
Each of the characteristizs is in%agral to organizations and
organizational structures and is supported in the accounting
and managerial literature.

(1 Regres 2L Dezentralization. TIhe first
major organizaticnal charac+eris+ic to> be discussed is the
degree of decentrmalizatioan within t¢h: srganization. The
tendency toward decentralized operatisns is..."one of +*he
most striking characteristics 5f business operations and
organizations during *he past 15 yzacs" (Moore and Jaedicke,
1972, p.542). Decentralization is a tendency which
coincides with the rapii growth of business combirations and
mergers and has two specific aivantayes. It provides a
systematic means of delsgating a portion of the
decision-making responsibility %o opsrating peosple below top
mnanagement and mctivates minagers in charge of cartain
orjanization activities by bringing thsm more cldsely in
touch with *he organization's sbjsctivas (Moor2 and
Jaadicke, 1972). By deceatralizat<ion, “op management in
both the private and publi:c sectors acknowledges its
inability to handle the number of daczisions which mus+ be
made in the organization. <Copsland :10d Dascher write,

Rout'ne decisicns in la: grganizatlons are t>0 pumerous

gr *og management to 2 mi ister. Bo+h the aanager:ial
erac-ch number o resdfiacc-es that must e

controlle mus hroom in si Top nanagers hn centralized
srgapizations loie ths ab l¢t t: cz ckly if they
are lnnundate lems r qu-t ni ecﬁs ans

Decontra en Jorecing the

ntorma+ on flcw and data col ect

b
at on a?lev 1t Qs i
she needs of the naw >rganizatc

b
RO R T
ds tha >rganization grows the maragament
of the centralized organization quickly becomes "overloaded"
with the decision makinj process. A: the same time, the
decision process in the dazentralizal operation is pushed
further and further down the hierarchy.
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The priaary means >f assuring top
management control in the lecentralizad organrization is
through responsitlity-center managaaant (Copeland and
Dascher, 1974). Responsibility-ce2ntar managem21t stresses
accountability for managerial actions. According to Moore
and Jaedicke, the managemsnt of sach divisgion has some
authori«y for making decisions and thus becomes responsible
for a segment of the organization's performance. They add
that "even though the actual d2legatian of decisions may
differ from organization t> organization, *he spirit of
decentralization is to divide an o>r3yanization into
relatively self-contained iivisions a1nd allow thzse
divisions to operate in an autonomdus fashion" (1972).
Id2ally, division performince results are recoriad and
automatically traced to th2 indiviiual at the lowest level
of the orgarization who shouldars priaary day-t>-day
responsibility for the action (Horangra2mn, 1977). 1In the
responsibility-center conce2pt the manajger is not subject %o
day~to-day monitoring of his dacisiosns. However, "...he is
accountable for the results through rasponsibility
accounting - the mechanism that supplias the desired balancse
20 the greater frsedom >f ac%ion that top manag2ment is
given" (Horngren, 1977, p.157).

(2 Budgetacy Contzal. While the degree of
decentralization may diffac from on2 srganiza<tion <o
another, budgetary control is one of the principle steps in
the management ccntrol process in all organizations (Anthony
arl Herzlinger, 1980). As reportai i1 Livingstone, Lowe ani
Shaw state that*:

R e T E L L S G b TR ST
f om both the organgat 21 and ac:n:lic nafg esent

ewpolints FProm the organizat onal v eugo tha agnual
'hiocast of 2x S and rsvanuas aea gug

Ch nanagemeft abia to sgrsa on i annad a locat
of rosources.... Fron *\e econoaic v ewgo int, the
short-term budge i g an anortan dete:n*nint o a
anumber o econon‘c a~ on Tha outcome measurad,..vw
nornall ly present oithar t he problans of an insuffic epcy
5r of an overabundanca (1975, p.2).
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The eaphasis on tha budgeting process and
budgetirg centrol in con4ralling an >rganization is further
supported by Mathur (1979) and Moore and Jaedicke (1972).
Moore ard Jaedicke offer the followiny description:
l'he plans of mapagement are inco :ra*ed int2 a budget for
the om any agﬁ ghe 1 ,c1al resufg ogera*lpn a:g
Rea nd ¢ gaf w th the bui;st n1 ican
vari ons a:a rev eva and an javdsel ga+1 s made to
ieterm’ne the causes for variation. COrrec*;ve steps are
taken, Perhaps tz ghtar sontrol may be exercised over

sperations, or i on ons hava Fhanged, “his should be
4943 n}ze ‘in a reviszor of the :rzging plar (1972,

P.578) .
Mathur's representation of this mol=sl is shown in Figure
2-2.

As a major fzatursz of the management
control process, budgetary control h:lps assure aanagement
that the organization is operating ti2 way they want and
that resources are being managed effactively. Additiornally,
i+ enhances management con%rol by providing a msans of
coordinating activities, by giving management a means for
self evaluation, and by making it possible to nsasure
pragress (Moore and Jaediczke, 1972).

() Spap of zontrol. 35pan of control rafers
¢c the number of subordinites or aztivities which a manager
or supervisor can effectivaly manay2., 1In the highly
centralized organization, managament may directly control
from as few as three or four employ22s to as many as a
hundred. In the dacentralized crganization,
responsibility-center mamajyemsnt br2aks an orgaaization int»
many working uni*s - each designed with i4s own appropriate
span of control., What constitutes aa appropriaca span of
control i1s dspendent on saveral factirs. 1Included amorng
them are:

"how much profession i vork or ajministrative uogi the
34nNager must persorna z :erf:i : tie degree to> which the
3UpeIV.SOT nust get olved w?:K n order to manage
affect_vely; the d*versity psitions that area
superv;sed- the nunbar of rela ionships, ¢thar than
supervs sor-subord-rate ra2lationshis»s which +he supervisor
tinuing basis" (Sibson,

?9§t ma-n*a;n cn a regular and contin
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(Mathur, 1979, p.71)

Figure 2.2 BUDGETING CONTROL FEEDBACK HODEL.

(4) Eleoy 2f spenling Aithority. The flow of
spending aathority should give tha izmediate superior
oryanization the 'power of the pursa' over its subordinate
orjanizations. If the immadiate supsrior organization or §
coanmand is to maintain affactive control over its ;




subordirates, spending authority should follow the
oparational chain of coamanad. 2As Aathony writes, "spanding
should be authorized from higher lavals to lower levels

| accordirg to the formal orjanizational hierarchy.

f% Difficulties ariss when funds are racaived from sourcas

' other than higher authority in tha organizational hierarchy"
é (Anthony and Herzlinger, 1380, p.438).

Ev (5) IDptegpal Review. Th2 final organiza:ional
E

‘3 characteristic which must be considsrsd is the internal
review or internal audit function. Internal auiiting or
review, as defined by Sawyar is:
an indepenfent appraisal of the 1ivarse operations and
controls_within i cryanization t> determine whether
accegtgble poiic es and procedurss ars follow2i,
QSti lished standards a-3_met, rssy>urces are used
efficlently and egonon :illy ans ths organization's
:bgect¢ves are baing acalsvel (1381, p.67J.
The management ccntrol system in lar3y2 organizations should

have an internal audit staff to ensurce that the control

system is effective (Anthony and Harzlinger, 1980) . The
primary purpose of the intsrnal audit s+aff is to assist
management in evaluatiny the functisa:r of systems arnd
controls (Pomeranz, 1976). Pomeranz Juotes the Comptrollar
General of *he United Statas:

An important soyrce of information is the in;etn;l audit

>rganization which condugts in egaaient_exam-nat_on anc

makes reports on its finiings an :gpralsa;s 5>f operations

and fe:formance.. The Internal apdit function aniquely

ugp ements routine management checks through i+s
?n eperden* approach ani methods of review. This_£function

s_one of the essential] tcols of manageaent, complementing
all other elements of mainagement contrgol (1§75, p.88).

Cc. Constraints on the Contrc>ol System

The +hird and f£inal phas2 in designing a

panagement con+trol systsm is to reviaw the constraints on
the desired control systea. Twd of the major constraints on
any control system are: (1) its ability to collect valid
data and (2) the dugree of contrcol i1 the systes (Lawlar anid
Rhode, 1976).
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(1 Rata faliditr. Collecting valid data is a
major problem in control systems. Lawler and Rhode write:

FH VRt i a§§“§ntogi"“ T 23:53%0“2“%8“53"
’

agam

‘393"1953’r%373) : Eug?asgna%graggég'fa sibicetion
sog%§° ore: on gvogcg s:rggggrgf §§§§e grsgﬁgg ggé denand
ta +hat siupl ere aot and cannot e collected. Faced
th this situati e snp { e may o gose 2 a?t§ma*e the
ga rather than adn t that it doeS not exist (1976,

Whether 5r not lowar level managers submie
valid control reports dapands >n t5p management emphasis on
those reports. lLack of attention to reported iaformation by
top management will result in hastily accumulated and
unvalidated information from suboriinate managecs. This
invalid data does littls t> support 2ffective decision
makirg. The infcrmation ind control system must proviie
valid data zbout wha¢ has been done and what can be done.
The only way to provide that data is t> design the system
with the characteristics of the orgaaization and its
environment in mind (Lawlar anid Rh232, 1976).

(2 Redgres 2f cContzal. While organiza+ions
with eizther too few controls or with to0 many controls make
pooT decisions and inefficient and iiz2ffective use =f
resources, the methods of operating fsr the two types of
oryanizations are entira2ly differeat. The organiza<ion with
tod few con+rols provides little guilance to its employees,
tecieves little information upo>n whizh to base dacisiors,
anl is not kept aware of sha*t is goirg on in the

organization. Sawyer statas:

Iradequat :nt*ols e an+ hazacds P le things
;rongq- eztger care y or sratlons f?; % geig wvork
is not mon tor or i sys*ens are ine ned.
Everybod a Tev ar - either a Eunag cavievwel or a
i ystem w _ch ghsuts “rILr" wvhen s>aath s done
mproperly 81, p.9
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Oon the sther hand, top management in an
orjanization may have total, absoluta control. This
absclute control is very rastrictive 5f subordinate
authority, generates many, oftan timss duplicative, control
reports, and generates a faseling that the main purpose of
nanagemert is ¢o contrcl rather than attain th2 objectives
of *he organization (Thora, 1930).

Managemant must 1ecida which controls are
vital to the decision makiag process. The syster should he
designed arounéd controls that ensure the accurulation and
us2 of the needsd information but shd>ald avoid a control
system which "controls for the saka 2f control® (Sawyer,
1981) .

3. Geals ané 2bijectivas
a. General

Goals and objastivas indicate what managenment
intends for the crganization %> accoamplish (Drucker, 1968).
Goals anrd objec+ives servs as ths basis for decision making
in the planning, sxecution, and contcosl stages of the
orjyanization's operations (Anthony aai Herzlinger, 1980). A
statemsnt of goals and sbjactives has two purposes.
Fir ty 2 statement of qaals ommunt ‘ates top 1ana
decisions, about the aims and relit riorities
Srganization and rovzdz gener; nce as to
stfategy *ha*t +he organ za ion is ax egtad €5 f91
Second, a statement of sbjectives srivides spchf

performance neasures bg ich outputs can be reJ
S5bjectives (Anthony and Herzlingar, 1980, p.230)

enent's
gf he

+*
lo
ic
ted <o

b. Goals

Goals are stataments of planned or Jdesired
results. Normally very br>ad based and not easily
quantifiable, “hey cannot be used 1liractly as a basis for a
measuremert system (Anthony and Herzlinger, 198J)). However,
a management control sys+asam should bs lesigned with clear,
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wvell defined goals., Well defined 3yoals direct performarnce,
reduce uncertainty, and sarve is an {astrument >f
coamunications "...and thay 4o so whather goals are
irtroduced direc*ly or participativaly" (Strauss and Sayles,
1980) . At the same time, the control system should
encourage what the accounting and related literature call
goal congruence. "That is, do2s the system provide a global
emphasis so that all major goals and their
interrelationships are considered as carefully as possible
whan management acts?" (Hocngran, 1977, p.151). Expressed
ano*ther way, the system should bs struc+tured s> that the
personal goals of people in *h2 orzanization ar2, sc far as
feasible, consistent with the 3oals of +the organization as 2
whole (Anthony and Herzlinger, 198J).

Goals may als> be expr2ssad as constraints.
Anthony and Herzlinger write:

The oie ational als of an :rgagization are seldom,
revealed by form mandate, RAther, each organization's
sperational goals emergs as a,sei 5¢ constraiats, defiring
acceptable performance....Typically, the constraints are
formulated as imperativss to avoid roughly spacified
discomfor+s and disastars.,

For example, the behavior ¢f 2ach of the ¥Milizary
services seems £o be characterizzd by effective
imperatives to avoid: (1)_a decr2asé in dollars budgeted,
(2) a decre§se,1n personnel, (3) a 3screase ia the namber
2€¥ kev specialists, (4) ceduction in the percentage of +ha2
aflitary budget allocatei %o that service, (5)
eancroachment of other sarvicas on that services' roles and
mnissions, and (6),inferzirity +0_an enemg weapon of any
class (An+thony and HRerzlinger, 198J0, p.228).

From a behavioral point >f view, th2 manager
whose performance is beinjy measured should be involved in
setting goals. This not only promot:s goal conjruence but
also reduces dysfunctional behavior bz2cause it reduces the
chance that too difficult, poorly unlarstood standards will
be set (Lawler and Rhoda, 1976).
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C. Objectives

Whatever the joals of th? organizatiosn, the
orjanizational objectivaes aust be coasistent with then.
Objectives are specific rasults statsl in measurable terms.
Anthony and Herzlinger write, "Since measurement is always
quantitative, if an objective is not stated in guantitative
terns, performance toward achiszving ths objective cannot be
measured, although it can be judged, evaluated, appraised,
or weighed" (7980, p.230). It is this measurabls nature of
objectives that makes the accountingy system <he dominant
neans for setting goals ani influeacing managemant behavior
in most organiza+ons (Horagren, 1977). This is particulary
true in the responsibility-center aanajement coacept. For

exanmple,
In res onsib‘lit agcouating the m r bud ets the costs
tha p contf Y g thus h a va uagfe *oog
avaluat ng his own acman-e. Iyp management -s

ct
becoming avare ¢f t§ importancg of human behavior in an
2:33 zation ind budget poligy 1is baing formulated so “ha%
viduals w be motivatei to goopefate in ach eVLng
>rganization objectives (Moore aad Jaedicke, 1972, p.581).

4. Measursment Devicas

a. A Critical Link

Measurement davices, th2 third aspact of control
in organiza+tions, is inclailed in tha model because a
critical 1link in any contrasl systaam is how inclusively it
measures the behaviors that ars performed by a job holder
(Lavler and Rhode, 1976y . Without coaplete, inclusive
coatrol measures, lecision gquality aad data utilization may
not be acceptable.

Two neasurement davices commonly idantified with
control systams are accdouating systaas and budgetary systems
(Horngren, 1977; Mathur, 1979).
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They provide information that is usel for three purposes:

1 a basi r cQoriinating anl controlling th
éulrggt acgivftfgs og the o:gagization, i ©

(2) as a basis of evaluating operating performance, and
(3) as a basis for program evaluation
(Anthony and Herzlinger, 1980, p.17).

b. Characteristizss of Measurasment Devices

In selecting ma2asuring 1avices, including
accounting and budge+ary systeas, sevsral characteris<ics of
measuring devices shoull b3 considarai.

Pirst, they should be applied *o some stated
standards of performance.

Second, becausa the quantity dimension of outpu:
is usually nmuch easier to measure than “he quality
dimension, care must be tiken to prévant a detrimental
emphasis on quantity (Anthony and Harzlinger, 1980).

Third, Anthony and Herzlinger list aight
criterion for all measuriny devices. They are:

(1) Some measure of outputs is usuilly better thac none.

2 f feagible elate sutput measures 0 measures
év%iiabfe $zds 6u¥siaa s>ureas. °

(3) Use measures that caa be report2dq in a timely manner.
(4) Develop di fferent maasuras for 3ifferent purposes.
(5) Focus on important n2asurss.

éngDon't report more iaformation than is liksly to be

(7) If feasible, tie output measur2s %0 expense measures.

g%rgggés ?*330205?255?§ance o surrogates than is

Finally, measures tend t> become an end in
themselves. When measures become tha2 end product they
result in rigid bureaucratic behavisr, and eliminate the
distinction between measur2s ani staniards (Thocn, 1980).
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S. pParformance Monitcing and Acpralisal

a. General

The final aspact of control in organizations to
be discussed is performanza monitoriag and appraisal.
Monitoring performance provides information on the status of
oryanizational activitiss. Performaacs appraisal is
managements way *o:

61) grovide feedback to 2ach managar on his or her
erformance,

2) serve 38 a basis for modifying or changing behavior to
eLt organizational goais, angy I girg

3 iga basi hish + 2 t a t i
néeggg;esgo% reiagdg %Ieang VT%R3;?8$9, %?593?? 0 assign

- Perf cmance monitoring aai appraisal should
” motivate subordinates t> wark for srynizational goals and
objectives. To achieve th2 desirei aotiva+tion, performance
appraisals must point out to suboriizates how n2ar or how
far awvay from established staniardis tha2y are, ani provigde
information necassary f£5r any corrective action.
Successful performance masnitoring raquires an
effective information systam, the s2laction of an
approprizte savaluation ind2x, and ths establishment of a
standard against which to measure th2 actual parformance
(Anthony and Herzlinger, 1380; Mockl:zr, 1972).

b | b Information Systems

A key element in monitoring performacce is an
information system that:
(1) prcvides information to the i1asision maker,
igke 52{%&93 data rapidly and a+t aa appropriate time

(3) avoids information overl>ad, 221

{gibgggfﬂqsgs?a;31$8,?n anderstandable form and language.
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Such a system should ba zomprised of thres mai
types of informat+ion - financial, routine, and a variety of
non-rcutine, unsystematic informatisan (Anthony and
Herzlinger, 1980). PFirst, firancial informatisn should bhe
identified with rasponsibility certecrs and should
differentiate ameng informa tion on what has happened
(historical), what will haspen in tha future (forecasts) and
estimates of what should happen (buijets) (Anthony and
Herzlinger, 1980, p.10).

Second, routias managemeat control reports ars
usually submitted monthly (Anthony aal Herzlinger, 1980).
Routine, recurring control repdrts should be submitted as
soon after the end of the reportingy period as pyssiblae,
i.3., within two workingy 1ays, and ia the prescribed format.
If the data is nct available for complete reports, then
abbreviated or estimated 3iata reports should be submi+tted.
"The recurring reports should be car2fully designed so that
they show all ¢he informazion that is needed, but no more,
anl the report format shoald b2 easily unders+s>d and not
formidable" (Anthony ani H2rzlinger, 1980, p.u76).

Third, non-roatine, unsystzmatic information
comes frcm such sources as traie publications, newspapers,
conversations within the osrganizatioa, message traffic,
notes and notices, and personal observations and "is
essential tc an understaniing of what has happ2a2d and often
more important thap that =ontained ia routine zeporis"
(Anthory and Herzlinger, 1380, p.475.

c. Evaluation Iniax

The selection of an evaluation index is
difficult because an index may be us2d as an aid in dacision
making as well as in evalaating perforaance (2.3., number of
hours flown, obligation rates, reenlistment rates) and an
index that is satisfactory for on2 may not be suited for the
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other (Mcore and Jaedicke, 1972). Ialax selection is also
difficult because it is sonetimes hacd *o measure
effectiveness in monetary terms. Por example, it is
difficult to eguate maximua aircraft and pilot affactivensess
vith cost per flying hour. Aircraft and pilot a2ffectiveness
ara more a function of tha type of missions £flown and the
number of of hours flown than they ar2 the cost per flying
hour. Bfficiency, on the sther Land, can be directly
related to costs. As the ratio of outputs to inputs, it is
relatively simple to coapite the cost per flying hour for a
given squadron. But cost as an indsx has its limitations.
Anthony and Herzlinger poiat out that:
Cost...is never a perfect measursz £s5r at least twd
reasons:
ég)rgggggggg gggggmgé? gg& a pracisaly accurate measure
I S PR B I H IR L TR AL
. . : z

idsa&ly should have basn in th2 zircumstanza2s prev
(1980, p.5).

t,
on
1i

$
Iling

d. Standard of Parformancs

Once the type 9f index his been selacted, a
standard of performance ayainst whizh to measure actual
per formance must be chosen. It is often a budgated cost,
buigeted profit, or rate of raturn a1l is basad upon
oryanizational objectives and budgsts or upon past
per formance (Moore and Jazdicks, 1972). PFor 2xample, in
monitoring the performanca ¢f the Navy Flying Hour Progranm,
tha evaluation index is cost per flying hour. A cost per
flying hour for each type/model/sarias (TMS) aiccraft in <he
Navy inventory is established by the Chief of Naval
Operations (CND) and is disseminatsi to Naval aviation
oparating units as a budgeted cost par hour for each THMS
aircraft. Actual cost per hour is tasn compared against tha
budgeted cost per hour. By using such astablishad standards
(¢ 9., cost per hour), it becomes p>3ssible to monitor and
appraise the performanca of subordinate managers.

g
g
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€. Incentives anl Rewrrds

Performance mdoaitoring and its subssequert
appraisal are used by top managsment for assigaing
incentives and rewards. Tha2 results >f experimentaticn
irdicate that when rewards wers grantad on the basis of
performance, the subjects' performancs and sa*isfaction was
significantly higher than that of unravarded subjects
(Ivancevich, 1977). Sibson points sat:

Studies of incentive auafd pl:ns coverin g top
EAQGmant 3n professijna y22s show ¢hanges in
for an ncreases a effﬂc*zvaness on the _order of
percent....Bu perh ass the most parsuasive evidence of
usefulnes§ of incent plans in_iagcreasirg t:duct;vit
are the views cf mgna enant peo }2 in compan ha*t ha
such lans. Practically all believa2 that ¢ncen* ves ma
a gog tive contribution toward mora affective work (197
Thus, performance monitoring aid appraisal tie together
employee performance, eaployee satisfaction, aanil

oryanizational goals.

D. SUMMARY

The chapter defined aad discussel management control,
reviewed the concepts of control, idzntified various
characteristics of managema2nt control systems, and coacluded
with a detalled description of managament contcal in
orjanizations. Specific 25ints maia ir the modal included:

(1) defining centrol

(2) identifying four chacactaristics of management con+trol

systems,
(3) discussing four aspazts of contreol in organizations,

(4) emphasizing the importance of a statement of goals and
objectives, clear,vwall definad 3cals, and goal
congrusnce,

(5) identifying accountiag systems and budgetary sys-ems
as *wo commonly usel measuram3at devices and ou+lining
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five characteristics of measuring devices,

(6) da3scribing three main *types of informatisa which
should be included in information systems,

{7) explaining the nead for 2 suitable evaluation index
and performmnce staniard, ani

(8) discussing the relationship between performance
monitoring and apprzisal anl incentives and rewards.

The next chapter describes the management control of
FPlight Operations funds at the Headguarters, Commander,
Naval Air Porces, Pacific Pleet. Th2 chapter 2xplains the
Type Commander's manageameat concepts, the flow of Flight
Operations funds and ths specific maaagement to3ls used in
controlling Flight Operations funds.
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III. BANAGEMENI CONIROL OF FLISHI QREBATIONS (QEC=01) RUNDS

A. INTRODUCTION

Chapter Three describes the control of Plight Operations

(OFC-01) funds by the staff, Commandsr, Naval Air Forces,
U.S. Pacific Fleet (CNAP). The chapter defines Fligk+
Operations (OPC-01) funds, describes tha financial
responsibility of CNAP, and presents the flow of funds from
CNAP to 1ts operating squairons. DJparating Targets
(OPTARS) , the Budget OPTAR Report (BOR), Flying Hour Prcgranm
(FHP) , and the Flying Hour Cost Repoct (FHCR) are all
discussed. TFinally, tha chapter ravigws CNAP Staff

maragenent,

B FINABCIAL RESPONSIBILITY

Commander, Haval Air Porces, Pacific (CNAP) rceceives

fund limitations under tha appropriation, Operation and
Maintenance, Navy from Commander- in-Chief, U.S. Pacific
Flaet (CINCPACFLT). Along with the fund limitations,
CINCPACFLT provides guilelines regariing the responsibility
cof the Type Commander in the managamant of his funds. As a
Type Commander, CNAP must insure that:

é&hdfggggfigil;ngsactians are not incurred ia excess of

2) furds be used only for the purpose for which the T
a‘p}:ropr9 ,33 Y pare y aze
unld uidnted ob tions be a:iod*c lly taviewed to

suré that ooy irg bransaceidas cematn dn financgai

an
records an ro; rts,

(4) ompapd line of ch>amunicasi g +
go ingngg i g §u§r¢l nts, goc%h;%‘sigﬁg :2;; g‘ aEZé%sggg

jof A8 4

aggigfsgt uga of ava lab e 1

(3
at?

ress t e max
P Eunds, and
§ an o%u tive iggggnégrgazae:sgggg fan be inm leigg ed E
h prescri%o! procedures are baling~ %gliowei %8;‘{ Wit
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accountinz and exsenditures of ap?to riated funds.
(CINCPACFLT INSTRUCTION 7042.4E, 13 APRIL 1979, p.2)

Tha firarcial -esponsibility of th2 Type Comwmanier is
expanded by NAVSO P-3013-2 ¢o inclul2 the financial
managemert of all ships, sjuadrons, and other units under
his command (1974, p.4-9). PExplaining how CNAP carries out
thase financial amaragemant responsibilities in managing
that portion of the Operations ani Maictenance, Navy (O&M,N)
appropriation 2allocated for Flight Jdparations (J2FC-J1) funds
is the purpose of this chipter.

C. DEFINITION

Flight Operations (JF2-01) funis ar2 thosa funds, ard
costs, associated with ths operatiosn of aircraft. OFC-01
funds are providaed to support petrolzum, oil and lubricants
(POL) and other f£light opsrations rajuirements. OPNAVINST
7310.1D specifically defiiaas fuel zos%s, oil and lubricants
costs, and other f£flight oparations zo5sts.

"gggl Costs" is ghe cyst of fuel (ir:ss.adjusted )

o) gatéons) used by tha Type/Moi=l/Series’ (TMG) aircraft

reporte during the 'repdct month, 2s contaired in the

official accourting racords.

"o0il and Lubricants Cos:s" is_th2 37st of the 2il and

luybricants (gioss adjustad cgllgat{:ns) useg by the TMS
nonth, as cContained in

iircraf< regorted duriny the report

the official accounting recoris.

"o+ her Flight Operations Costs"_is the cost of persoral
fg;qht suggqrt Etems (s23 Agpendix B) useﬁ by‘tge TMS
aircraft being reportad juring th2 ra2port month, as
sontaired in the official accountiag records. (1930, p.W)

D. ADMINISTRATION OF OPC-)1 FUNDS

The Staff position with primary rasponsibility for
managing OFC-01 funds is taskel to "asnitor flijght
opsratiorns" and "“closely aiminister funds in support of the
Flying Hour Program (FHP) insuring iistribution of funds for
a balanced program"™ (COMNAVAIRPACSTAFFINST 5440.2E, 1982,
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Pe2=3=-15). The monitoring aspsct of JFC-01 funis
adainistration is support2d by top lavel Navy management.
Chief of Naval Operations (CNO)y guidance relating to £light
hour costs calls for the "reporting >f flight hour costs and
related fiying hours to pecmit monitoring of funds related
to the Flying Hour Program, to allow for the desvalopment of
flying hour cost factors, to insurs aniformity >f data
reported and to insure conformance t> Comptrollar of the
Navy financial reporting raquiremeats"™ (OPNAVINST, 7310.1D,
1980, p.1).

B. PLOW OF OFPC~-01 PUNDS

The budgetary process of the U.S. 3overnmeat supports
decisior making and proviias for sffzctive financial
con+trol, and accountability for +he us2 of Fedsral resources
(P-C Text, 1981) . The process consists of a cycle of foux
overlapping phases: formulation, zongressional action,
exacution and review. An overview of 4this entire cycle is
provided in Appendix A. The preseat discussion is limited
*o that par* of the exezution phasa 5f the budgst process
encomnpassing the £flow of fands from CNAP to its opera+ing
forces.

The Comptrollier of the Navy (NAVCOMPT) 4is the
Responsible Dffice for both SECNAV 3nd CNO for J294,N funds
appropriated to *ha Navy. All Navy funds, excapt Research,
Development, Test and Evalua*ion (RDISE) and Marine Corps
funds, flow through the office of tha CNO. NAVIOMPT (0P 92)
allocates 0&M,N funds t> 231 jor claimants, i.e., CINCPACFLT.
CINCPACFLT reallocates O06M, N funds t> the sub-claipan<
level, i.e., CNAP. CNAP issues Opsrating Budgets (OB's) to
certain field activities, and to thsaselves. From the OB
issued for *heir own use, CNAP issuas Operating Targets
(OPTARS) to operating forces under its coamand
(COMNAVAIRPACINST 7303.118, 1976).

4l
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P. THE HBASURING DRVICE

1. Gepegal

As stated in Chaptar I, CNAP's PY 82 budget calls
for the expenditure of $522 million in OFC-01 funds.
Adsquate control of thess funds is crucial if CNAP is %o
acconplish its stated mission. Tha control device used by
CNAP is a budget comprizel of :wo separate, but very
related, parts - dollars and flyiny aosurs. TInputs for the
bulget do not osriginate at the squadrsn level. Several
coamands above the squairon level ar2 ianvolved in budget
submissions and in determining annual planring figures
(APFs). However, squadrons ar2 not iaormally rsjuired to
sudmit inputs for CNAP buljet submissions and are rot
assigned APFs. Flying hour determinations do not take place
below CNAP., CNAP makes 2 £1light hour budget submission to
CINCPACFLT which validates the flight hours and sosts per
hear alloca+ed on the CNO J2P-2) (COMNAVAIRPACINST 7303.11E,
1976) . U+*ilization of bota dollars and flying hours is
aeasured through the manag2ment of OPTARs.

2. QOpezating Tazgat (2RTAR)

NAVSO P-3013-2 i2fines OPTAR as "an estimate of the
amount of money which will be rfequirzi by an operating ship,
staff, squadron, or othzr anit <o perfarm the tasks and
functions assigned" (1974, p.4-9). Th2 emphasis on the
eéstimate aspect of the OPTAR is imporctant. OPTARs are not
subject +o the provisions o2f Sactisn 3679, R.S., and the
establishment of an OPTAR aust be 1512 in a manner <hat
precludes the craation >f, and the assignment of an OB.
However, NAVSO P-3013-2 doas assign spescific responsibilisy
in the ranagement of OPTARS.

R S R L L R e,
(19

2 -gg“a? ?rate and timely accounting and reporting
’ L3 e . .
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Bach aviation sguadron will establish a Requisition/OPTAR
Log (NAVCOMPT 215S5) t> rescord Oprta grants and *he value
sf transactions authorizad %o be inzurred as shargeable to
the Type Comaarnders® 0B (1974, p.4-23).

CNAP provides Qetalled guilancae for the aanagement
of OPTARsS in COMNAVAIRPAC INSTRUCTIOY 7303.11E:
+ the inning o ach_ fisc ar, a first gu r
AR wPff §a e§ta§l§§ﬁei %gta% g of the o argzin %nits
er +he 2 sgﬁat-va comzand of CNAP. .ecf *+“of an

a
Tia ia cons% authorization to place obl g tions
ainst CNAP funds up t> tha amdunt >% “he OPTAR grant.

ollowing the initial OPIrAR 3fapt in the first quarter
the tgscaf |ear %he %ptgr wiiI ge increasaé bx 4
rter Z gran®s at the be nning >f <+he secgn%, third
fourth %garters. Ary OPTAR balance remain ng at the
of *he first, seconl, anil thirl quarters will be
omatically carried i: warl to tha following quarter.
OPTAR balance repainping at th2 and of tha fgurth
ter will automatically ravert t5 CNAP. (1376, p.II-1)

3. Qbligations

OPC-01 OFTARs are reduced by placing unfilled orders
for desired material. Tha nature of the chargs is
identified by the Fund Cod2 (7B, 7F, 9J) cited >n the
rejuisition document. In order to iistribute charges .among
various aircraft Type/Modsl/Series (I'MS), the Type Equipment®
Code (TEC) for the applicable aircraft TMS is cited on all
OFC~01 requisitions. Thra22 *imes ps2r mohth, on the 10th,
20th, and last day of the nonth, =he obligations recorded in
the Requisition/OPTAR Log are totall2d and verifiesd and
copies of each unfilled orier are forwared %o the Flea*
Acccunting and Disbursing Centar, Pacific (FAADTPAC)
(COMNAVAIRPACINST 7303.11E, 1976).

Obligations and obligation ratzs are moaitored both
by CNAP and the Functional Wing Commanders. Th2 Functional
Wiag Commander visits all z2on-deploy2d units at least
sani-anrually in order to reviaw all osbligations for
propriety and verify the naed for sSutstanding unfilled
orders.
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4. Bydget QPTAR Repoth (B2R)

On a monthly basis, the Bulgat Optar Report (BOR) is
transmitted to PAADCPAC, with CNAP 2131 the appropriate
Functional Wing Commandar as information addressees. The
report, Figure 3-1, is ius on or bsf>ore 2400 on the second
calendar day of the months, It is th2 BOR that is the
privary fivancial managsamsat Jevice usad at CNAP (Reily,
1982) . Each OPTAR Punctisnal Catejory (s.g., OFC-01,
OFPC-50) is reported on a sa2perate BOR. ©Each BOR repocts:

(1) obligations ty fund code,

(2) the value cf each tan day transmittal,
(3) the total OPTAR granted for ths year, and

(4) any additional information r2quired by th2 Type
Comhander (e« g., Plight Jperations and Aviation Fleet
Maintenance information).

CNAP staff personn2l (Code 019111,.3) raview each of
ths 144 BORs received by -NAP for accuracy. Discrepancies
arz reconciled with the rzporting squadron and corrected
fijures are entered in memcranium azszoanting racords. CNAP
usas the raported figures to:

(1) evaluate its financial situation,

(2) to support subseqaent fiscal y2ar budget submissions,
(3) to measure squadron budget pesrformance, and

(4) to prepare several managzment zontrol reparts,
including the Flying Hour Cost Report and osther
reports in support >f the Flyiag Hour Program (FHP).
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FLT OPS BUDGET OPTAR REPORT

1.
2

21
18
78
F
TF
9dJ
9J
TL
29
30
31
32
33
34

iS5
36

BLOCKS
22 23 24 25 26 27 28
604861.50 .00 604361.50 AAFP 32 1099 2807
8242.75 .00 3242.75 ATCD 4 195 393
13058.99 667.74 13736.73 AAFF 19981 474203 0
208.99 5.26 203.73 AICD 9945 0 0
1108.76 26.91 1135.67 AAFF 0 0 0
80.27 3.68 83.95 AICD 0 0 0
627591.26 693.07 528284.33 36 1294 3200
007/2 02872 00972
27024.30 975 24, 90 77452.90 202002.10
700000.00
09-09-82
09~09-82
RECAP OF MONTHLY PUEL CONSUMPTION
A. B. C. D.
JPU 1099 0 13981
JP5 25585 2091 474203
AVGAS 0 105 9945

TOTAL 26684
NA

2196 504129

LCDR R.N. BURTON 878-3256

Pigure 3.1 BUDGET QPTAR REPORT.
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Ge. MHEASURING PERPORMANCE

1. The Navy PFlying Hauz Rrogzas

The Navy Plying Hnour Program (FHP) is the progranm
utilized by the Navy to plan, program, and budget its
aviation forces. Discussal in detail in Appendix C, it
includes all requirements, budgetal hours, associated costs,
fuel usage and rsadiness nilestones for Naval Avia+ion
forces. The PHP consists >f two maia parts - flying hours
and cost per flying hour. '

2. Elying Hougs

Flying hours ars allocated by CNO (OP 51C) for each
Types/Model/Series (TMS) aircraft. Th2 number of hours is
based on force projections for the so>ming fiscal year, on a
review of the number of hours £lowan luring the past three
fiscal years, and on predicted requicem2nts for the upcoming
year (Kiley, 1982).

Flight hours ar2 allocated *> squadrons, carriers,
and naval air stations as quarterly planning figures which
mnay be exceeded if OPTAR funds are suyfficient to> support
adiitional hours. The hours are allocated for a2 specifi
quarter and may not be carried forwari to the naxt quartsr
(COMNAVAIRPACINST 7303.11E, 1976).

The flight hours allocated ars based on the hour
nilestones for each type of aircraft as determiiad by the
Flaet Commander to be necassary to naintain stated readiness
cbjectives. To provide guidelines f£>r the squairon
coamander for the sxecutison of his training program, each
Pleet Commander publishes a3 CN) approvsd training and
readiness manual. The marual identifies those evolutions
deemed aessentisl to attain and maintain the desired
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readiness level. These nilestones ars equated to a number
of flying hours required f£5r their coampletion.

The flying hours that CNAP must monitor are divided
into three categories:

A« TACTICAL AIR/ANTI-SUBMARINE #ARFARE, oparational
combat units;

b. FLEET READINESS SQUADRONS, uanits which provide
transition and refrasher training;and

c. FLEET TACTICAL SUPPIRT, units which support fleet air,
sea and shore based missions.

a. Tactical Air and Anti-Submarine Warfare
(TAC AIR/ASW)

TACAIR/ASW flying hour rajuirements are based orn

three factors: .
(1) force levels (UE)

(2) the flight crev manaing factor required t> carry out
assigned missions (Crew Seat Ratios - CSR), and

(3) the hours requirel to maintain the averags flight crew
qualified and current *o perform its assigned mission
(Primary Mission Reaiiness - PMR).

A combination of these factors proviles the annual Plight
Hour requirement for each TACAIR/ASW squadron. The general
equation is:

UE X CSR = NUMBER OF CREAS

NUMBER OF CREWS X PMR X 12 = ANNUAL PFLIGHT HOUR REQUIRENMENT.




b. PFleet Readiness Squadrans (FRS)

Plee+t Readiness Sgquadron (PRS) requirements are
deternined by the number >f students to> be trained.
Students are programmed in one of five different categorisas,
each of which requires a prescribei nunber of training
hours.

Cc. Flaet Tactical Support (FTS)

Fleet Tactical Support (FIS) hours are a
function of the number of forcas assigned *o FIS by CNO and
a prescribed utilization rate for 2ach aircraft.

3. Cost Per Plying H2u:

The second part of the FHP moni<ored by CNAP is cos:
per flying hour. For Flight Operations, the cost per hour
is the result of the division of tw> %dotals - JIFC-01 costs
and the hours flown for eazh type 5f aircraft ia the fleet
(Bozin, 1981) . OQPFC-01 sbligations and hours flown ars
reported monthly to CNAP by all squairons under his
adainis<rative ccmmand. OJperating forces provilde fligat
oparations information on their monthly BOR. Shore
activities which charge thair £1light operations costs to
thair own OB provide their monthly iaformation on a mon+thly
Flying Hcurs Cost Report. Although iifferent ia format,
both the BOR and the activity Flying Hour Costs Report
provide the follcwing information:

(1) Obligations for POL and other flight Operations;
(2) Applicable aircraft type equipmant code (TECQ);
(3) Number of operating aircraft;

(4) Total gallons cf AV3AS/JP-4 coasumed during <he repors
month;

(5) Fligh* hours flown luring tha nonth;
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(6) Total gallens of JP-5 consumad juring the report

nonthe.
Tha information is consd>lidated and varified by the Staff,

CNAP who then provides thrae ralatai sutputs:
(1) The Flight Hour Cost3s Autodia Rsport (OPNAV 7310-32),

(2) A computed cost per hour for 2ach TMS, and
(3) A series of staff managemant ra2ports.
a. Flying Hour Cost Raport (FHCR)

The Flight Hour Costs Autsdin Report is
submitted by CNAP to CNO (2P 51C). DJPNAVINST 7310.1D
provides the following spacific instructions in the report
submission:

wi rovide CNO with 2aly thgse 9ss adjusted
ogfl ?Zons w are dzrect Y. ass:cla 93 igﬁ ]
:perat-on and -ntepan~a of airg §aft; 2, azrc*a-- POL
and cornsumable material and supplias, PFu rtﬁe it is
emphas*zed that military labor, sivilian abar,
i ninistrative oyerheag, gm ercial washlfg of azrc*af
abor saving devices, tnét IMRL, travel’costs and

)

pon-man cariying tarq Tong coOsts are not td be included
in reporting costs (1980, p.2).

Tha report provides CNO with the sams JPC-01 information
that is provided *o CNAP (3.g9., numbar of aircraft, flying
hours, fuel costs). In aiii+ion to Flight Operaticns costs,
th2 report also provides srganizational and intermediate
maintenance (AFM) costs. This inforanation is collected by
CNO and used to produce th2 yearly badget for dollars,
hours, and costs per hour - tha CNJ J)P~20 REPORT.

b. Computed Cost Per Hour ;

CNAP's compu+2d cost per hour is used t> measure j
the performance of reporting squadroas in meeting the |
buigeted cost per hour sbjsctives astablished in the 0OP-20.
Significant variances from the prescribed figuras must be
justified by the reportiny squadroa. Additionally, since
the rnumber of hours that -1a bs £flown by a squairon is
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directly related to a spescific dollar OPTAR graat, increased
costs per hour reduce the numbar >f hours that may be flown
(Reily, 1982).

H. STAPF MANAGEMENT

1. Eleet Acoounting i10d Budget 2f£icer

The CNAP Staff position with primary responsibility
for managing OFC-01 funis is the Flast Accounting and Budge*
Officer (Code 01911). Thz position is tasked tod..."monitor
flight operations and clos2ly administer funds in support of
the flying hour grogram (FHP); insuring distribation of
funds for a balanced program" (COMNAVAIRPACSTAFFINST
S440.2E, 1982, p.2-3-15).

2. QPc-01 OPTAR Recorls Kaepeg

P The Staff position with ths responsibility for the
. majority of the administrative effort in monitoring OFC-01
‘ funds (Code 019111.3) has the following duties:
: (1) receive, record, validate and zontrol ths Fligh+

: Operation Budget OPTAR Reports,

b (2) initia*te ccrrective action on resports +hat are
ircorrect,

R Sdpine S

R

(3) assist in maintaining thz Flyin3y Hour Cost Repor:
systen,

(4) p:oparé input data for the consoslidated Flying Hour
Program cost submission to CND,

(5) validate the Plying Hour Cost Report output data,

(6) perform minor analysis on *tha flying Hour Program
data,

(7) initiate follow-up action on missing BORs,
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(8) prepare several Staff OFZ-01 mainagement rapor<ts, ard
(9) maintain various 2+har finanzial control records.

The monthly OFC-01 funis information inflow to this
Staff position consist of 144 Budgst OPTAR Reports ard
numersous station Flying Hd>ar Cost Reports. Records indicate
that approximately twenty percent 5f the BORs rasceived
either have invalii data >r are not rcaceived in the
prescribed time period. Corresctions to erronedous inputs and
expediting late reports is normally accomplished via
t*elephone., There is prasantly no written Staff feedback %o
ths reporting squadreons r23jarding th: gquality of the dazta
+hay have provided.

3. 1Internal Baview

Staff reviev of internal controls and financial
practices is accomplishad by the Staff position Code 019A.
That position is also assigned auditing and Foreign Military
Sales duties. The position is assigasd +the following
duties, responsibiiities, and authority:

é ggra%se + he adegu; g of intszrnal controls and <he
uali 0 :oce ure nesessl ity, economy

nformity wit olzc*es and princlples estaﬁlishea b
hggher au%hor ty? P P ¥
(2) gecomgeia rqvem nis to corract daficiencies noted
i inancia tﬁceg wilthin tha Ra2source Ma naqemenu
2ffice and ot or Staff dapartments.

3 erve s principal l1iaison wita al Audi -
ée% n& gs rapg 83 ntat?vi for ifi 3¥ts conaucted :
with In the COnmand or ts field activities,

4) Servye as ntact int and liaisaop with the G :
‘c%ount f% ce a d its regrasantatgves gor gk engrg :
arn repor s corcarv NAVAIRPAC. 1

5) Perform annu viawy of timekz2aping functions for
éOLNAVAIRPAC Sta}% civ}lzan ersonnaf 9 §

6) perform financial raviews of a tel fu held L
éy) ﬁ Resource Marnagsma2at oificarpgnzp ﬁo: Sta%%s i

apartmen<s. :

7) Serves as act point for fiaa scts of FMS
45 putes and sgg 135,02 rsim%urse: arious cost’
alenents assoc-a*ed with

(COMNAVAIRPACSTAFPFINST 5Uu40.2E, 1982, p.2-3-11).
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I. SUBHARY

This chapter has described th2 amdsaitoring 2f OFC-01
funds and costs at CNAP. The primary control machanism is
tha budgetary system which uses the Budget OPTAR Report as
the measuring device. Tha BOR not 2aly provides necessary
financial information, but als> the information needed to
support *he Navy Plying Hour Prograa (FHP).

The financial responsibility of the Type Coamamander in
monitoring OPC-01 funds has been discussed. The flow of
funds frcm CNAP *0 the operating unit and the oparational
chain of command from CNAP to commanis under its
adainistrative cmmand has been prasanted.

The Operating Target (JPTAR), Buijet OPTAR Report (BOR),
Flying Hour Program (FHP), and Flyiny Hour Cost Report have
besn discussed. Significant points i1iscussed include:

(1) the responsibility of +h2 squairosn for the efficient
and effective use of OPTAR dollars without any mears
of measuring that effectivenass,

1 (2) the critical nature >f inforaation on ths BOR in the
effective management of JFC-)1 funds,

(3) “he importance of tha PFHP in plaaning, programming and

budgeting for Naval aviation forces,

(4) the relationship between the BIR and Flying Hour Cost
Repor+, and

(5) the use of the BOR i1 prepariny *he Flying Hour Costs é
Autodin Report ani a computed sost per hour for each {
Type/Nodel /Series (TMS) aircrafe, (

Finally, the chapter isscribed the Staff management of
OP2-01 funds, includirg tha responsibilities of the Fleet
Accocunting and Budget Jfficer (01911, Staff position
019111.3, and the internal review position (019a).
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The next chapter CORpAreS the maaagement coantrol system

of OFC-01 funds at CNAP with the mode
systens developed in <he thesis.

1 of managesament control




IV. CQURARISQES

A. GENERAL i

The purpose of this chapter is t> compare the management ]
control system for Plight Jperatioas (JFC-01) funds g+ the
Hdeadquarters, Comaander Naval Air Forces, Pacific (CNAP)
with the model of managam2at contral systems developed in
th2 thesis. The chapter is dividei into two parts. Par*
one compares the control system for JIPC-01 funds to %*he
characteristics <f control systems ilentified ir the model.
Tha second par: compares the CNAP c-ontrol systea for OFC-01
funds with four elements of organization contrsl systeas
described in the model - (1) design >f control systems, (2)
goals and objectives, (3) measuremsnt 3evices, and (4) =

performance moni“osring and appraisal.

B. CHARACTERISTICS OF CONTROL SYSIBYS

1. [Esseptial Elepents
a. Information Systems i

In the model, i nformation systems z2cord the
progress of an activity, CNAP has a well devzloped
information system for recording tha progress > its
activities. The primary 2lements 5f that information systenm
are the BOR and +he FHCR. In 2d43dition, there is frequent
informal oral and telegrapaic communications between the
Staff and the operating squadrons, batween the g
FPuncticral/Air Wing Coaz2aders and the operating squadrons, ﬁg
and between the Staff and the Punctisnal/Air Wiag |
Coanmanders. -
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b. Structural Or3janiz:tion

According t> the model, the ac*ivity should bs
an element in a structural organization. The zs5atrol systen
for OPFPC-01 funds is an elazent in the hierarchical financial
structure which exists from ths CND lavel to the cperating
unit level. Information (2.9., obliyations, hours flown,
gallons ¢of fuel consumed) is collectai at the sjuadron
level, recorded in standardized records, and transmitted to
CNAP. CNAP, in turn, collscts the iaformation on BORs and
FHCRs, records the information in masorandum rssords, and
transmi+s flying hours and cost per hour to highar
authority. The frequency and format £or both ths BOR and
tha FHCR are specified ia CNAP and other Navy instructionms.

c. Peedtack to th2 Orgyanizational Onit

The +hird essantial elamant required of control
systen characteristics is a formal raport document for
genera+ting "fsedback" to the organizational unit. Th2are is
no formal "feedback" report for OFC~)1 £funds generated by
CNAP., Squadrons are normally contactsd by telephone or by
nessage reqarding errors in BOR/PHCR submissions.

d. Activity Measares

As s*ated in “he model, 2 planned or
pradetermined activity masasure against which actual
achievement measures can b2 comparal aust be escablished.
Thrae such measures exist at CNAP - budgeted dollars,
budgeted flight hours, and cost per adur.

At the beginning of sach fiscal year, a first
quarter OFC-01 OPTAR is establisned for each aviation unit
under the administrative command of CNAP. The OPTAR
authorizes obligations against CNAP funds up %o the amount
of the OPTAR amount (COMNAV AIRPACINST 7303.11E, 1976). The
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activity measure (funds anothorized) i{s revised and -estated
at the beginning of each subsequent juarter when funds for
that quarter are authorizasi. Obligations and obligation
rates are measured by reviswiang ths aonthly BOR submissions.

Plight hours are allocatad to squadrons,
carriers, and Nawval Air stations as guarterly planning
figures which may be excealed if OPTAR funds ars sufficient
to support additional hours. Trhe hoirs are allocated for a
specific quarter and may not be carri2i forward to the next
gquarter (COMNAVAIRPACINST 7303.11E, 1976).

CNAP's comput2i cost par hour (CPH) is used to
measure the performance of reportiny squadrons in maseting
ths budgeted cost per hour objectives established in +*he CNO
OP-20. Variances from th2 prescribsl figures must be
justified by the reportingy squadron.

@. Decision Making

Finally, th2 a>del requi-es a decision making
capabili+y within the organization unit to take amction that
will brirng the achievement level in line with the planned
level. The Squadron Commanding Officar, by the very nature
of his position, generally has *+hat 3dacision mmaking
capability. He is responsible for tha a2fficient and
effective use of the resources mada available ts hinm.
Disregarding superordinary requireasats placed upon him by
his superiors, the Squairon Commaniiag Officer is in a
position to make decisisns that will keep obligatioms,
£flight hours and cost per hour (CPH) in line with budgeted
or plarcned levels.

2. Ihe Organization 313 a Io%al 3ysten

In *he model, 2 management control systaz is
described as a total syst2a inp the sanse that the system
must hehave as a vhole; tha chinges In every ela2ment are
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deperndent on all the others. TIhe -ontrol systea for OFC-01
funds exists within a control fraazewdrk established by CNOQ.
By allocating flying hours and dollacrs and by setting cos<+
per hour standsrds, CNO is embracing virtually 1ll aspects
of the aviation community. As a part of the PHP,

:? - obligations of OFC-01 funis iampact 51 decision aaking

i‘* concerning operatisnal schedulas, training exercises, the
number of aircraft available for flying, the nuaber of

f pilots available, actual varsus projacted cos* per hour, anl
the amount of funds appropriated by -ongress and allocated
by CNO and CINCPACFLT.

3. Geoal GQenaryence

A third charactaristic of coatrol systeas is goal
; congruence. As described in the m532)1, the use 5f technical
5 : to%2ls (e€.g9., budgets, staniards, fornal measures of
performance) provides information ani feedback to help
‘ ensure goal congruence. <Jnap's control system for OFC-01
funds uses budgets, standacds (CNO 2p=-20), and formal
j measures of performance (CPH) to genarate and rsceive large
B amounts of information (e.3j., BORS, ?HCRs). Howaver, there
is no formal fesdback t> “he syuadroa level. Thus, one of
ths tvwo elements required to enhanc2 3oal congruence is i
missing from the control system for J5FC-01 funds. ;
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4. Fipnancial Structiage

Finally, as statei in the 353i¢l, management control
systens are buil+% arouni a financial structure. The aentire
i information and reporting strustura >f the OFC-)1 control
"f systenm is based cn monitoring and raporting financial
B information: OPTARs and JB8s are in terms of targeted dollar
) levels ard the BOR and PHCR veport obligations. Although
hours flown are reported and budget21 within %¢hs OPC-01
funds control system, they are a dirsct function of cost per
hour and funds authorized.
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C. CONTROL IN ORGANIZATIONS

1. Design of Control Sysiags

2. The Organization as a Systam

Described in the model as an

irput-transforma tion~-output system, an organization involves
a number of activitlies, nanely receiving inpu:s,
transforming jinputs, controalling, co>rdinating, and
saintaining the transformation activities, and generatirng
outputs. As a major staff commani, CNAP £fits this
input-transforamation-output model. The mission of the
Staff, as stated in CNAPSTAPFINST 544).2E, is to:

fther and i uate de ailagtani accurate informat;on

; ases ¢ 2xisting s ation~-strategic
tact , and logistical.

epar chel diracst 4
§ %rppgnssg iﬁgs mat lef ot Ln- :%;efzange 5§€°rts
rect ves recei :om h gher authority.

éi% Tr nslate *he decision of the Zommander into
ec ves.

(4) DI seminage formati on

onman ars an ormat on f
rapidly, accurately, and comple*a

ég%ngggervisgirect ;g%u% sugora§a

1982 01 1-
( + P ithln the Staf£f, the Fla2at Budget and

Aczounting Officer (Cod2 J1911 has many duties which
correspond *o the charactaristics of the
input-transforma+ion-outpiat system. Some of thdyse duties

R E T R e

ution of he
te comman

include:
(1) formulate ltudget ani apportisnnent calls,

ve b =
52L°§3¢g&tg ng :gdggd'apport;onment reques+ts from

(3) coordinate budget submissions t2 CINCPACPFLT,

5u) administer funds in support of the PFlying Hour
rogranm,

é eviow financial performance, 55th by activity and
ng category, and
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6 initiaio r:sonmonaations for ajjustments or
Lrogranl ag Cesour:e s.

e -t "35:?"33 zﬁﬂplgaziggnizatlahal systen

is the flow of OFC-01 funis. PFunds flow directly from CNAP
to the user squadrons and the subgsequent financial reports
go from the squadrons back to CNAP. The Commanders,
Commanding Officers, and Jdfficers in Charge of NAVAIRPAC
oparatirg forces are resprasible to INAP for:

Lerk‘ effect ive and eso>nomical utilization 5f funds and

%uzgid; 2%2 %?hﬁﬁﬁ*aéniea‘ ntgnancairecgggggdirom higher

t char are not incurrel inp an am nt in excess
j (g)fun s gganggs excsdt in emergenc ges 3zscussed gn
i paragraph 20
(4) The propriety of charges to COYNAVAIRPAC funds.
(5) The timely submission of all raquired reports.

£ ]
k . {6) ? rongt Eaturnncti g VAIR? C of an unds % g

are _in exces he s naals, (COMNAVAIRPA T

7303. 113' 1976' Po I-1

b. Characteristics of the dcganization

Five characteristics of ths organization <hat
ar? required t> relate tha total systa2m to its anvironment
ars iderntified in the mod2l Those chiracteristics are: (1)
ths degree of decentralization, (2) budgetary control, (3)
span of control, (4) flow of speniiay authority, and (5)
internal review. An analysis of the CNAP S+taff control of
OFPC-01 funds indicates that the characteristics are present,
to varying degrees, in tha CNAP Staff srganization.

("  Qegge2 2f Dezentralization. There are two
spacific advantages of decantralizsd management detailed in
th? model - delegation of deciszion paking authority and
motivation for operating managsrs. [t was alsdo pointed out
in the model that:

(1) By decentralization, top managament acknowledges its
inability *> handle the number 5f decisions which mus+
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be made in the organization, 211

(2) the primary neans of assuring to5p managemsnt control
in the decentralized organization is through
responsibility-center managenment,

CNAP is decentralized operationally sut not financially.
Oparational control passes froa CNAP through various
subordinate commands, wita tha squadron Commanding Officer
directly responsible to either his Air Wing Comaander or
Punctional Wing Commandar. This chain delegates a portion
of the operational decisioson making t> a2 point balow the Type
Coanmander. Conversely, dacisisn making on financial matter
rests with CNAP. CNAP recaives and madnitors all financial
repor+s. As pointed out in Chapter III, the responsibility
for receiving and monitoring the 144 IFC-01 BORs rests with
one Staff position. The santralizai financial aanagement of
OFC~-01 funds does not adhare to tha rasponsibility-center
management concepts developed in the model.

(2) Budgetacy Control.e As a2 centralized
financial management "systaa, OPC-01 budgetary contreol
corresponds to many of tha budgetary control characteristics
of the model. The model 2aphasizas buigetary contrsl as one
of the principle steps in the managsnsn® control process.
Budgetary control charactaristics insluded:

(1) incorporating the plans of the organiza+isa into a
budget,

(2) measuring and comparing actual results with the
budget,

(3) reviewing and investigating variances, ani -

(4) taking corrective act lion,.
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<NAP bulgetacy contrsl is a key elenent in
controlling OFC-01 funds. CNAP suhmits an annual OFC-01
bulget based on *ha projected sperating plans £or the coming
fiscal year and the historical cost 1ata accuaulated.
Throughout the year the obligations and cost data are
collected and compared to the projected budget figures for
both obligations and costs. Variatisns are reviewsed and
OPTARs 2and flying hours ars adjustad 2s required. CNAP
evaluates squadrcen and aircraft perfarmance on a sonthly
basis.

(3) span 9f sentE2l- In the model, span of
control is described as ti3 number 5f subordinates or
activities which a manager or supervisor manages. It is
pointed out that there is 10 precisa formula for determining
what constitutes an appropriate span of control.

The cantralized nature of CNAP's control
system has created a span of control of one position
responsible for 14 OFC~-01 OPTARS anl several associated
management reports. The position is also responsible for
nuaerous other duties including assisting in maintaining %he
Flying Hour Cost Report system, pra2paring input data for the
consolidated flying hour program cost submission to CNO, and
validating the Plying Hour Cost Reporct ontput data.

(%)  Elow of 3penling Agthority. As stated in
the model, spending flow shoull go from the immediate
superior commands o suboriinate comaands in ordsr to givse
tha immediate superior th2 "power of the purse" osver its
subordinate commands. Th2 flow of JPC-01 funds 1dces nnt
follow such a pattern. OFC<-01 funds are distributed
dicectly from CNAP to the operational squadron. The
Functional Wing Commanders and the Air Wing Comszanders are
left out of the financial chain, HOwever, the Punctional
Wing Commander doces receiva an inforamational copy of 2ach
BOR and is tasked to monits>r the finaancial managsment
practices of their subordinate units.

6
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(5) lpiscnal Bevigw. It is pointed ou:t in the
mode¢l that the manageament control system in large
oryanizations should have an internal review staff to ensure
that the control system is effactiva. The purpose of the
internal revievw staff is t> conduct independent examination
anl make reports on its fiadings in >rder to assist
management in evlauvating the functiosa of systems and
controls.

CNAP's internal raview staff is staff
position Code 019A. As noted in Chapter III, the position
is assigred auditing ani foreiyn military sales duties as
well as its internal reviaw duties. The positisn's internal
revievw duties include appraising the adequacy of internal
controls and the gual. .y 5 proceduras for necessi+ty,
economy, and conformity with policiz2s and principles
establiished by higher authority, and recommending
improveaents to correct dsficiencias noted in financial
practices within the Resource %anageasnt Office and o*her
Staff departments.

c. Constraints on the Contrsl System

&) Data Validity. As documented in the
nodel, ccllecting valid data is a major problem in control
systems. Some invalid data is submitted to cover errors,
and some because the centrol systam 1sks for ianformation
that is not available. Tha model als> states that lack of
attentior to reported information by top managaaent will
result in hastily accumulated and unvalidated information
from subordinate aanagers.

As notel in Chaptacr III, twenty percent of
the OFC~01 BORs receiveld by the S.a’f have eithar invalid
data or are not received ia the prascribed format. Lack of
valid da+ta effects cost per £flying hour calculations, which,
in turn, affect the number of JFC-)1 dollars allocated.
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They both effect future year OFPC-0% fund and flying hour
bulgets.

(2) Regres 2f conktzol. The seconi constraint
cn control systems discussad ia ths 153el is tha degree of
control. It is pointed out that it is possible to have too
fev controls, which provilas littls juidance, or too wmany
controls, which is very ra2strictive. CNAP's financial
reports provide a great daal of inforaation +o CNAP bat
provide little indication that the syuadron Coaaanding
Officer is aware of his ra2sponsibilities for ths effective
anl efficlent use of resoiarces. By issuing OPTARs directly
to squadrons, CNAP retains control over flight sperations
funds on a grand scale, but deprivss the Air wing and
Functicnal Wing Commanders a degr22 of their oparational
coatrol over their subordinate squadrons.

2. Geoals and dbjectivas

2. Goals

Goals are defized in the a>del as statements of
planned cr desired results. Only with clear, wall defined
goals can performance be iirected, uacertainty reduced, and
comnmunica*ions encouragad. It is not clear ths CNAP's
coatrol system for OFC~01 funds establishes either clear or
wvell defined goals. Although sach s3juadron Comnanding
Officer s responsible for the effactive and efficisnt use
of resources, there are no stated mssasures of what is
effective or efficiert. Alditionally, there are no formal
vritten goals established for the Flying Hour Program.

Since fhoro ars no writtan or formally
promulgated goals regardiig “hs management of JPC-01 funds
or the Flying Hour Program, <thare is no way of knowing if
tha goals of the Squadron Commanding Jdfficer are consistent
vith the goals of CNAP and CNO. Als>, referring to the lack
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of feedback from CNAP t0 the squairsa notad previously,
Squadron Command ing Officacs receive little or no formal
information from CNAP regarding how their firancial
pecrformance relates to tha overall financial goals of CNAP.

CNAP's goals are expressa2i as constraints. By
tha very nature of OPTARs, the OFC-0t funds issusd to a
squadron are gpending lsvals which may not be exceeded. At
the same time, cost per hour is established orn the CNO 0P-20
as a budget figure that ra2juires justification for
significant variances.

Froa the squadron level, the manager ({Squadron
Commanding Officer) is not involved in setting 3oals.
Squadrons 4o not make budjast submissions for dollars or
hours. Their only input is through »>bligations and repor+eil
hours flcwn.

At the CNAP lavel, the Iype Commander has an
input into *he FHP goals. CNAP makss a yearly budget
submission for OFC-01 funis ani annually validates the CNO
0P~ 20 cost per hour and pro jected flying hour figures.

b. Objactives

Objectives ar2 defined as specific results
stated in measurable terms. In othar words, objectives
measure output in some measurable way, usually in
quantitative terms. It is very diffizult to state
oryanizational objectivas in controlling OPC~-0t funds. The
basic problem is that the overall objactives of readiness
and training are not direztly exprassai in quantitative
terms. This makes the svarall objectives in controiling
OFC-01 funds unclear. Tha objectivas used (8.3., specific
nuaber of hours flown, a2 specific cost per flying hour, an
obligation rate) are input measures rather than output
neasures. Consequently, rasults (output) are naver really
measured.
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3. MNeasuzepent Devices

The accounting and budgetacy systems used by CNAP
conpare very favcrably with th2 maasurament devices
described in the model. CNO, CINCPACPLT, and CNAP use the
operating forces accountingy systea (NAVSO P-3013-2) and the
CN) directed budgetary system for thz three purposes
identified in the model. Thoss purp’>ses are:

(1) as a basis for cooriinating and controlling the
current activities of ths organization,

(2) as a basis of evaluating operating perforaance, and
(3) as a basis for program evaluation.

The CNAP accounting and buigetary systszm exhibits the
following characteristics identifiesd in the modal.

First, they apply to stated standards of performance
(e« 9., OPTARsS, ohligation rates, allscated flyiag hours,
buigeted cost per flying hsur).

Second, they terd to rasly haavily on quantitative
data.

Third, ¢£f the eight criterion Anthony and Herzlinger
list for all ccntrd>l devicas, as nota2d in Chaptar II, CNAP
accsounting and budgetary systems maet all the criterion with
tha exception of giving more credencs “o surrogates *han is
wvarranted. Because of tha lack of 3501 output aeasuras for
training and readiness, obligations and cost per flying hour
sServe as surroga‘e naeasur2s of performancs and are sesn as
th2 primary output of the control systam.

Finally, the measures (e.g3., OPTARS, obligat’ons,
cost per hour) tend to become ends in themselves. 1In a
system cf constrained budjat dollars and £flying honurs,
activitles pay mcrz attantion to rapo>rting speniing or
obligation levels than to the actual desired output.
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4. Pperfozmance Mopitcring aad Appralsal

2. General

In the model it was shown +that performance
monitoring and appraisal provides information oa the status
or organizational activitias and is a means to provide
fesdback to working managers in ordsr to modify their
behavior and ¢to assign incsntives ani rawards. At ths Type
Coamander level, the coatrol systaa is specifizally designed
to monitor performance (e.3j., >bligations, hours flown, cos+
per hour) but does little to allow appraisal of that
performance. As identifiad in Chaptar II, the key elements
in monitoring and appraisiang performance are an effective
informa+ion system, the salection of an appropriate
evaluaticn index, the establishment >f a standard against
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vhich tc measure the actual performanzz, and assignment of
incentives or rewards.

b Information Systems

The informatlon system dascribed in the model
provides informa tion to the decision aaker, provides data
rapidly and at appropriats intescvals, avoids information
overload, and presents data in an unisrstandable form. The
systen is comprised of thrse main typses of informa+tion -
financial, routine, and a variaty of non-routine,
ursystematic infcrma +ion.

The informatisn system used in the management
control of OPC-01 funds consists of azssages allocating
OFC~01 funds, BORS, PHCRs, and a sacies of internal o
management repor+s used by CNAP Staff personnel. There is
also a personal information link (telsphone) bhetween Staff
pecrsonnel and the user squadrons.
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The information systenm p:ovidés information to
CNAP on a reyular basis in a prescribai format. The
information system also allows for non-routine inputs (e.g.,
OPTAR augmentation requests, OPTAR alvance requasts,
regjuests for mors flying hours). Howaver, as ndted in
Chapter III, the current -sntrol systeam actually forces more
information through the system thzn -an be adeguately
processed. The information system als> does not provide
routine feedback to *he oparating squadron. With the
exception of significant acrrors or >missions on BORs which
must be corrected, the information system for the control of
OFC-0% funds is strictly one way -- bd>ttom up.

C. EBvaluation fniax

As pointed cut irn the mo2d2l, choosing a suitabls
evaluation indexr is a subjsctive prosass. An index may be
us3d as an aid in decision making as well as in evaluating
per formance (e;q., number 5f hours flown, obligations,
obligation rates). An indzx that is satisfactory for one
may not be suitable for the other. Al-“hough measured by the
amournt of OFC~01 funds obligatsd, tha svaluation index for
controliing OFC-01 funds is th2 cost per €lying hour (CPH).
Using such cos*s as ap indiax has tha two limications pointed
out in the model:

(1) depending on the validity of tha2 input data, the costs
are not entirely accurate measires of the resources
used; and

(2) the CPH used as the stnniagg is a projectsd figure
based on historical lata which Joes no+ azcount for
the different operational phisa2s (e.g., training,
vorking/ready duty, deployment, standown) of aviation
squadrons.
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d. Standard of Par formanca

The standard of performaac: described in the
molal is often a budgetad cost and iz based upon
organizational objectives and budgats or upon past
performance. The standarl of perforzance selected in the
control sys*em for OFC-01 funds is the budgeted cost per
flying hour (CPH) as statal on the CNJ 0OP-20. The cost is
dev~loped at the CNO level (OP 5i) based on thras years of
historical data, projectel operationil requireamsats and
assets, and budget submissions froa the Fleet Zommanders.

e, Incentives anl Awards

It is suggestel in cthe moiel that iacerntives and
awards are necessary for continued ipproved effectiveness by
managers. Sibson (1976} points out in the modal that .
practically all top wanag2ment pedpla in organizations with
incertive plans heljieve thay make a positive contribution
(on the order of 10 perzeat) toward nore effective work.

The CNAP control systaam for OFC-01 funds does
not formally provide for 2 system 9f incentives and awards.
As evidenced in the inforamation systaa which is generally
bot tom-up, there is 1littls, if any, f£22d4back %> the
squadron. Additionally, since the fanding and operatioral
ctairs of command 4o not coincide, th2 squadroa Commanding
Officer's financial manag2aent performance is not
necessarily appraised by his iamediata superior, thareb;
providing no direct avenus for granting incentives or
revards.
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D. SUBBARY

This chapter has compared thae sontrol systea for OFC-01
funds used by CNAP to the control syatem model develcped in
the thesis. The comparison wvas made resgarding the
characteristics c¢f control systems and four aspects of
control in organizations. A raview >f the comparison
betveen the control systea for OFC-01 funds and the control
systea model developed in the thesis aakes it pissible to
hijhlight the strengths and veaknessas of the CNAP coatrol
system for OPC~01 funds, to draw con>lusions basad on those
strengths and weaknesses, and to maks recommendations for
improving the maragement -oatrol of Plight Operations funds.
That revieu, the conclusisas drawn, and the subsequent
recommendations constituta thé next chapter.
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V. CONCLUSIQNS ARD RECQUUEEDATIQNS

A GENERAL

The major premise of this thesis has been that control
must support the decision making procass. The primary
objective has been to reviaw the manajsment control of
OFC-01 funds at Coammandar, Naval Air Forces, Pacific (CNAP)
and to nake specific recomaendations for improving the
control process for OFC-01 funis and, in turn, for improving
the decision making regariing the saiagement of JFC-01
funds.

This chapter presents conclusisns drawn from the
comparison of the CNAP control systen of OFC-01 furnds wish
tha control model identifiad in the thesis and presents
specific recommerdations £for improviag the managsment of
OFPC-01 funds. PFinally, acr=as 5>f futare thesls topics are
identified.

B. PFIDUCIARY OR MANAGEMENT CONTROL?

A major conclusion of the thesis is that *ha CNAP
buigetary control and finaacial reporting structure provides
effective fiduciary accounting for JFC-01 funds. This
fiduciary accounting syst2a is concerned with the
safequarding of assets (8.3., 1ollars, flying hours) and the
teliability of financial ra3cordis. It is designad to assure
that:

"gcﬁiﬁﬁsi“i%‘éﬁ:éiﬁé%g%i%ﬁ“éu%%%‘éﬁ%éif?‘c’“iilhéﬁization,

traniactions are f ssrdel as n
preparat on of financial Teports (

o i

acessar ta ermit
Sawyer, y 1?.
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Anthony and Herzlinger wvrite, "Fiduclary accounting is a way
to keep track (mcnitor) of funds t> snsuse that they are
‘spent honestly" (1980, p.53). At CNAP, this fiduclary
acsounting provides an excallent means of monitsring
operating force compliance ‘with finanscial and CNO flying
hour guidance. It dces not, howevar, assure effective
management control. As idantified ia CThapter III, the major
enphasis in aaznagement control is afficzlent and affective
use of resources. Fiduciary ascounting is only one part of
a 2anagement con+rol systsa.

The CNAP control systea relies vary heavily on fiduciary
accounting. The CNAP Staff position (Code 01911) with
primary responsibility for managing JPC-01 funds is tasked
to ",..monitor f£light operations and closely administer
funds in support of the Flying Hour Program insuring
distribution of funds f>r a balanced program"
(COMNAVAIRPACSTAFPINST 5440.2E, 1982, p.2-3=15). Top level
Navy management further sapports this fiduciary approach.
CND guidance relating t> flight hour costs calls for the
"...reporting of flight hour costs anid related flying hours
to permit monitoring of finds relatei to ¢he Flying Hour
Program, to allow for the ievelopmant of flying hour cost
factors, to insure unifsraity of data reported and to insur2
conformance to Comptroller of the Navy financial reporting
requirements" (OPNAVINSI 7310.1D, 1930, p.1). As a
consequence, CNAE's contril system is very useful for
monitoring cost and flyiny hour data. CNAPt's highly
centralized financial orgaaization collects obligation and
flying hour data directly from the operating units. The
enphasis oan monitoring spesrations is not without its costs,
however. As noted in the foll:;ing sactions, the fiduciary
aspects of contrclling OFC-01 funds 10 little t> ensure
effective management contr>l of Flight Operations funds.
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C. CONPARISONS: STRENGTHS

The comparison of the CNAP control system f£o5r OFC-01
funds with the control system 3eveldped in the mddel nmakes
it possible to identify saveral notable strengths and
veakneeses in the control system £5r JIFC~01 funds. This
section and the next section discuss those strsagths and
veaknesses. The noted strengths ars a sound base for the
prasent fiduciary systea and would ssrve as good starting
points for a much more somprehansivs management control
system.

1.. Specific Operatiocpal Qdectives

The present systea is very spacific in stating its
oparational objectives, Erpressed as constraints, OPTAR
levels, flying hours, and cost per hour are levels no:t to be
exceeded by the squadron without Typs Commander approval.

2. ©¥ell Developed Infozmation Systen

CNAP has a well daveloped information system for
recording the progress of its suboriinate activicies. CNAP
can be viewed as a highly zentralized financial information
processing system, The formal report structure (e.g., BOR,
FHCR) and the informal Sral and telagraphic comaunications
amrong the various command levels in the CNAP adaministrative
chain provide CNAP with mush information. This allows CNAP
to monitor the actions 5f zach of tha aviation units under
its administrative commani.

3. §tzong gSirucsuytal 2x9aadzatiag

The control system for OFPC-01 funds is part of a

hierarchical financial structure which exists from the CNO
level to the operating level. Additionally, *he BOR and
FHCR support a strong structural system of collacting,

I
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storing, and transmi+ting informatioa. Infcrmation (e.g.,
obligations, hours flown, Jallons 5f fuel consumed) is
collected at the sguadron level, rscoried in standardized
records, and transmitted to> CNaP.

4. Plapned Activity Naasures

The control system for OFPC-01 funds has three
separate activity measures =~ budget2i 3jollars, budgeted
£light hours, and cost per hour. Both dollars and £flight
hours are established on a quarterly basis as
targets/planning figures. Cost per hour is established in
CNJ) and promulgated con tha CNO OP-2). All thres measures
ars compared at CNAP against actual sbligations, hours
flown, and cost per hour s report2d by operating units.

5. Einancial sStzycturs

The JPC-01 funds =on%r>l systas is built around a
financial structure2 -- NAVSO P-3013 accounting and OPNAV
INSTRUCTION 7310.1D £flyin3y hour cost raporting. The
aczounting and budgetary systems basad on this financial
structure serve as very good measuriay devices. They apply
to stated standards of performance (2.3., CPH, DPTAR
levels), tend to rely on quantitativz data (2.3.,
obligaticns, hours flowia, yallons 5f fuel consumed), and
they meet most o0f the critarion Anthony and Herzlinger
ascribe to control devices.

D. CONPARISO¥WS: WEAKNESSES

Along with the notel strengths, ths comparison of +he
CNAP control system for OFPC~01 funis with the coantrol systenm
developed in the model highlights s2varal notable
veaknesses.,

72




L alieth,

t. Lagk of Sguadzon eaztizipatian

The control system does not provide for, or require,
pacticipation of the squairon Commanier in setting goals and
objectives or in the buiget process. The result is a
potential lack of goal congruence anl incentive at the
squadron level. Since thsre are no written or formally
promulgated goals regardiag ths wmanajement of JPC-01 funds
or the Plying Hour Program, there is no way of knowing if
the goals of the Squadron Zommandiny Officer ars consistent
with the goals of CNAP anid CNO. Additionally, Sguadron
Commanding Officers recaiva little or no formal information
from CNAP regarding how their financial performance relatas
to the overall financial goals of CNAP. As pointed out in
th? model, involving tha manager whose performance is being
measured in the setting of géals not only promdtas goal
congruence but also redacas dysfunctiosnal behaviosr because
it reduces the chance that poorly unisrstood standards will
be set. )

2. lLack of Feedbagk

There is very little operatisnal feedback regarding
financial matters proviised to the sparating squadrons.
Although CNAP does notify squadrons if their BIORs are late,
thare is little, if any, feedback rejarding ths guality of
the information provided. This paucity of feadback prevents
the squadron Commnding Officer froa a2asuring squadron
performance and from adjust ing its pacformance to meet
organizational goals. S

3. lack of Aepraisal

There is a lack of formal CNAP performance appraisal
(6. 9., fitness report) of squadron Commanding 0fficers
rejarding their performance in managing OPTAR dollars,
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flying hours, and f£flying hsur sosts. Without this CNAP
input to performance appriisals, thers is little incentivs
for the squadron Commaniingy Officer t> reviev and validate
his cost per hour information or to validate the reported
fuel consumption duta on the BIR. The validity of both
items is necessary for a successfuil Plying Hour Program.

4. PIlov of Iunds

OFC~-01 funds flow 1irestly f-om CNAP t5 the
oparating squadrons - bypassing tha Functional Wing
Coamanders and Air Wing Commanders. Althcugh such a flow
provides a very suitable nethod fo2¢r zonitoring resource
usage, i+ does nct provids the squairosn immediats superior
in command (ISIC) with ths opportunity to measure the
financial management performance of th2 squadrois Coammanding
Officer, nor does it provile the opsrational control which
comes with the "power of the purse" iiscussed in the model.

5. gpap of coptzol

The highly centralized natura of CNAP's OFC-01 funds
control sys“em also contributes to another significant
weakness - too large a span of control, Even with a
juigemental daecision of what constitutes an appropriate span
of control, the requirement for one staff positiosn to
monitor, not t5 mention control, 144 separate JPTARS in the
rejuired time frames, alony with othar assigned duties,
appears excessive., The time consumel just in record keeping
impairs the financial dacision makinjy capability of the
staff.

6. 1Inadequate Standacl of Rezfarmange

The present standard of pecrformance -~ Sost per hour
(CPH) ~ is based primarily on historical 4data which does not
take into account the diffarent oparational phases (e.g.,
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training, wvorking’ready duty, deployasnt, staniiown) of
individual aviation squadrons. Sinca there is no suitable
output measure of OFC-01 funds perforaance such as guality
of training or readiness, JPC-)1 input cost can justifiably
be used as a surrogate measurs of JIFZ-0%1 funds psrformarca.
However, the present staniard (basad on three years past
usage and projected operations) should be:

(1) more flexible in comparing th2 tudgeted zd>st with

actual performanca, o5r

(2) the CPH as establishad on the CNO OP-20 Report should
be regarded as a bulget figurs and not as a
constraint, or

(3) the OP~20 budgeted costs shoull be dividei into
categories based on the operational phases of
particular squadrons.

E. SUMMARY OF CONCLUSIONS '

The CNAP con<rol systam for OFZ-)1 funds has been
idantified as an 2ffectivs fiduciary control systenm.
However, as a management control systam it does not assure
the level of information required by INJ in supporting the
Navy Flying Hour Program nor does it insure effactive
utilization of resources. The contr>l system strengths and
veaknesses can be summarizasd as follows:

SIRENGIHS

(1) The presen* system is very specific in stating i+<s
operational objectivas.

(2) CNAP has a well 3leveloped informa%ion systen.

(3) The Budget OPTAR Report and PFlying Eour Cost Report
suppor% a strong structural orjyanization,
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(4) The CNAP control system has thres separats planned
activity measures.

(5) The control system is based on a financial structure.

YEARNESSES

(1) Squadron Commanding Jffisers arce not involved in
setting goals and objectives i1 the budget process.

(2) There is no performance feedback to the sjuadron

level.

(3) CNAP has nc formal input to th2 sguadron Commanding
Officer's fitness ra2port.

(4) The flow if OFC-0t1 £ands does 15t follow the
operaticnal chain of commarnd.

(5) The present span of control of the CNAP Staff impairs
the decision makiag ability >f the staff.

(6) The CNO budgeted cost per hour (CPH) is an inadequate
performance measurs for indiviiual sguadrons.

P. RECOMMENDATIONS

1. Genegal

The recommendations of this thesis are centared in

tvo main areas:
1) The con+trol systea should be us3d to hold the Squadro
() Copm naiig 0£% cer ras ons?ble’gor fthe agequateq "
utilizatidén of OPC-01 funds, anid
2) man aent control >f OF;-01 fainds should he of
(2) nucggifpo:fance as the Elduciiry aspects 3? the as
control system.
Based on the comparisons betwean the zontrol md>ial and thse
CNAP control system for OFC-01 funds and conclusions drawn
in the thesis, specific racommendations are presentad.

Alchough these recommeniations may have application ir other
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funds nanagement control areas (8.3., AFM), the
recommendations are aimed at improviag the decisior making
process in the management 9f OFC~01 funds at CNAP.
Recommerdations are presented in “hs following areas:

(1) f£low of funds,

(2) performance appraisal,

(3) revised Budget OPTAR Report,

(4) performance measurss,

(5) feedback to operating units, 224

(6) internal raeview.

2. Eleov of Funds

Allogcats QFC=-01 funds thpouab the gperational chain
of compand zather thap 1igagtly fzam CNAR o ths opegpating
4nit. As discussed previoasly , the direct flow of funds
from CNAP to operating unit does provide a means for
monitoring the obligation >f OPC-01 funds, thereby enhancing
fiduciary control of thns2 furis. However, it ioes not
provide the squadron's immadiate saparior in command (ISIC)
with the opportunity <o observe th2 financial aanagement
performance 2f the squadroa Coamandiag Officer.

Allocation of OFC~)1 funds tirough the chain of
comnmand would increase the awarenass of all comaands in the
chain of the goals and objectives >f the WNavy Flying Hour
Program (FHP). By directing funds tirough the chain of
coamand, the ISIC would assume som2 >f the responsibility
for reviewing and validating flight s>perations funds
obligations and flying hour information.

An additional benafit 5f ISIC involvement ir the
allocation and review procass woull b2 a decreass in *he
span of control of CNAP's 3taff posi:tion controlling OFC-01
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funds. CNAP coull hold tha Air Wiaug >r PFunctional Wing
Commanders responsible for the valility of infacamation
submitted by their subordinate squad:rons, thereby reducing
CNAP's span of centrol from 144 to approximately 20 (6
carrier Air Wings, 6 Functional Wings, FPleet Mzrine Forces,
Pacific, 6 CV,/CVN, PASOTRASRUPAC). In addition, much of the
conputational effort involved in sumaxarizing flyiang hour
information could be accomplished at the levels below CNAP.
This would wumhance increas3d managam2nt opportunities (e.g..
variance ana.ysis, trend analysis) by the sStafef.

The most complex a1d far r=2aching of the thesis
reccamendations, charging the flow of OFC-01 funlds could
possiitly requir= CINCPACPLT approval, although the author is
not aware of any ¢*ficial regulatic. ov policy that would
praclude implementation. 't is «is: possible that even
vithout +he actual changye of "flow of funds," the
adainistrative steps of t12 recommenlation couli be
implemented at CNAP. Specifically, implementation would
regjuire:

(1) a gquarterly grant from CNYAP t5> the Functisnal/Air Wing
Commanders with ths JPTAR/Flyiig Hour grants of their
assigned squadrons,

(2) a guarterly message from the Functional/iir Wing
Commanders to their assigned sjuadrons stating +he
quarterly OPTAR/Flying Hour 3rants,

(3) copies of all BORs/FHCRs be sent to their applicable
Functional/Air Wing Zommander by reporting squadroas,

(4) that all OFC-01 funl and Flyiny Hour augmantation
requests be sert to the applicable PFunc-ional/Air Wing
Commander vice CNAP,

(5) that +he responsibility for ve:ifying squadron data
validity rests with the Punctional/Air Wing
Ccunander's staff,
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(6) the possible additisn of anothar billet %o the
Functional/air wing Staff, ani

g T e

(7) summary Plying Hour Program information from the
Functional Air Wing S3taffs for their assigned
squadrons to CNAP.

3. QPRerformance AppCaizal

~ QFC-01 funds papazzment pscformapnce should be 2
- siznificant facton ip the ISIC'S parfarmance appraisal of

Squadzron commanding Ozfic3ks. Both Reily and sheppard
(13980) and Bozin (1981) racommend linking funds

adninistration with funis (OFC-01, JFC-50) budgat execution
K vhan evaluating the perforaance of funds administrators

{e. 9., Squadron Commandiny Officers). Bozin's co>mments

v rejarding the wanagement >f AFY funds are applizable to
T OFz-01 funds as well. He states,

.Jhe ISIC nogmallg wrlt§§ the g§rfo:ma eva%uatlon on the
YAS or Squadro ommanding Of er, o is 'lmarg
Euné manager. Without thé ISIC lirac tlg involved in the
flow of fdnds and monlt:'lng AFY funds perfotmance, tha
chance for a subgtantive ness raport lngut based on AFM
nanigemen* is unlikely._ _ Tyv2 C mmandars should dirasct
avaluators to specif ~ally tonsiisc AFM funds managament
in conducting performanza evaluatisns,., _This should also
be done by Comuandln Offlcers wh2a 2valuatingy their funds

admini strato:s {Com ars). Trh? comb; atidn of these
two re»ogugnda* ns woul cont }buta si €£icantly <o_an
increase ncentive to 1dre af clantly and affectively

manage AFM resources (1931, p.79).

Fur<hermore, direct evaluit ion of rasource management

performance provides incentive for tha squadron Commanding

: Officer to carefully revias and valila*e his cost per hour

g information and fuel consumption data as i+t is reported on
tha BOR or PHCR. In tha long run, sich steps will enable
the CNO to present a more viable, iafansible Flying Hour
Program to Congress.

. This reccmmendatisn could b3 3asily implamentad at

] ths Functional and Air #Wingy Commander level. It would
require a s-atement in tha fitness ra2ports of Sjuadron
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Coamanding Officers regariing their nanagement >f financial
anl Plying Hour resourcss. This recd>amendation relies on
the Punctional/A ir Wing Commander being in the >fficial flow
of OFC-01 funds or in the adainistrative flow of all
correspondence relating‘tha financial and Flying Hour
management of their assigaad sgquadronus.

4. Eevised Budget IRIAR Haport (BQR)

The format of the Budgat OPIAR Report (BQR) should
he revised. The ravision should bz lirected at making the
squadron Command ing Officer more awarz of his 3sals and
performance, emphasiziug the irportanc2 of the information
reguired to suppoert the FHP, and 2nhagcing the managemernt
control of OPC-J1 funds at CNaAP.

As noted in Chaptar III, th2 BOR is the2 primary
manngement tool used in monitoring aad managing the funds
and resources allocated <> support th2 FHP. Th3 OFC-01 BOR
reports three items of imprr+tance in tha managemant of
OFC-01 funds:

(1) cumulative obligatioas,

(2) hcurs flown juring the month 2131 cumulative fligat
hours flown fiscal y2ar to dats, and

(3) galions of fuel consamed during the month.
This information is combinad with information reported on
tha AFM (OFC-50) BOR t> pra2pare th2 Plying Hour Cost Report
(FHCR) which is submittad to C¥O.

The present OFC~01 BOR, showa in Pigurs 3.2, is used
by CNAP to measure squadroa compliance with budgetary
objectives. Howvever, the JPC-)1 BOR 3gives the sjuadron
Commanding Officer little aeasure >f his performance in
relatior to the CNO budgatad cost per hour.
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It is recoanmendesd that ths prassent OFC-)1 BOR be
modit 24 as shown in Pijurss 5.1 and S.2. The modification
enphasizes the iwportance 5f FHP information, provrides
information to make the sqaadron Comnanding Officer more
avare of his goals and psrformance, and, because of its
rejuired cost per hour cosputation, 5rings immediatea
attention to any inaccuracies in tiks reported fuel
consumption. The modification also provides a feedback loop
betveen the Type Commander and squadron by regquiring ¢he
squadron %o justify significant variances betwesn actual and
bulgeted cost per hour. This recoamandation can be
implemented at the CNAP lavel. It r2juirses changing the
instructions for Budget OPI AR Report preparation provided in
COMNAVAIRPACINST 7303.11E, "Finanzial Management of
Resources; instructions csncer2 ing."
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2. BLOCKS
21 22 23 204 25
43 ) 211}uu%.99 (23 .00 211fuuh.99 §AE§
a3 2,?10.00 .00 2,010.00 AARF
2) 01.84 . 00 101.84 AAEF
TOTAL 213,556.33 .00 213,556.83
29 007/3 073 /3 009/3 TOTAL
30 26,737.81  31,186.73 132,513.44 190,437.98
31 510,000
3z 11-9-82
33 11-9-82 .
3. FLYING HOUR COST DATA
(34) (3% £ {37 (33)  (39)
AAEF 4 v 156,368 133 337
40 A c D
Joe g 2 %55, 368
AVGAS 8 8 97"
TOTAL 0 2 155,368
41 A B o )
AAEF 832 901 354
42 QUAETERLY CPH IS 8% ABOVE BUDGETED CPH DUE
INCREASED LOW IEVEL TRAINING IN DEZEMBER.
43 17

4 LCDR. R.N.

CLWP PASS IO suUpPLY

FLT OPS BUDGET REPORI (JPC-01)
1. DEC/E09561/7023/57025A/PY33/000252

BURTON, AV 878-253

5.

Pigure 5.1

R T
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1. Delete blocks 25, 25, 27, 28, 34, 35, and 36.
2. 444 paragraph 3., - Flyiny Hour Cost Data.

3. Block 34: spplicable aircraft TEC.

4. Block 35; _the numbar of operating aircraft in
squadron custody as of 2400 >n the 1last day of the
report month fof the applicanle TEZ.

Block 36; the number of galloas of JP~4/AVGAS
%sumed Auring the rspoct month £>r the applicable

40 -

« Block 37: the numbar of galloas of JP~5 consumad
uring the report month for the applicable TEC.

« Blcck 38: _the flight hours flowrn during the
report month plus an! light hour adjustments to
previous repor+ed flight hours £or ¢«he applicable TEC.

3. Block 39: <the actual cumulative flight hours
accomplished for the FYTD by applizable TEC.

9. Block 40: same as Block 34 of present BOR.

10, Block 41: Cost Eer hour computa+tion._ Under
cclumn "A" enter agpl cable TEC, _Unda2r columa "B"®
anter budgeted cost par hour. Undar column "2" enter
computed quarterly cost per_phour, Subtract FYTD
through greVLOts,quarter obligatioans and hours fronm
surrent FYTD obllgations and hours, Divide

2b -gatlons for the quarter by hours flown for the

~ Uy QW

quarter to obtain quaztarl; sost psr hour. Under
c¢oluymn "D" entei cOopputal FYID cost per hour,,
Divide FYTD obliga%+ions by FYTD cuzulative flight

hours to obtain FYTD cost per hour.

11, Block 42: Amplifying information. Remarks
regquired for the following conditions:

2. late BOR submission, .

b. quarterly cos* per hour differs from the

granted cosf€ per hour 2y morz than plus o5r aminus 5

percent.
12. Block 43: Type Comnander Data.
13. Block 44: Verifyingy official,

Pigure 5.2 INSTROCTIONS FOR REVISED OFC~-01 BOR.
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5. PRezformance leasuias

2be budgeted cost per nour gtandazd should
inccrporate the different 2pezaticaal phases 2f ayiation
upiis. The cost per hour astablishel in the CND OP-20 is a
budgeted figure based on the project2d average flestwide
cost per hour for a given I'ype/Modsl/Ssries (TMS) aircraft,
Tha CPH does not directly apply to> tha different phases of
squadron operations. Ther2 ars significant diffesrences in
ths flyirg hours flown and OFC-01 fund obligations for an
operating squadren between the four spsrational phases -
training, vorking/ready daty, ieploymnant, and standown.

As Type Commandar, CNAP can i1se historical data +o
establish cost per hour lsvels that correlate t> the
oparatioral phases of his assigned syuadrons. Costs per
hour based on the operational phases of the squairons would
be more realistic objectives for the squadron t> achiesve and
would provide a viable standari to b2 used to mzasure the
performance of squadron Coamaniing dfficers.

This reccmmendation could b2 implementsd at either
tha CNO (OP=-51) level, or at the CNAP level. Since CPH is
based primarily ecn histsriczal data, implementation would
rejuire identifying +hose reported zosts applicable to the
various operational phases of assignad squadromns.
Identification could be accomplish23 by coding the BOR/FHCR
for the operational phases. Once ths Jata base is
established CNAP and tha Sjuadron Conmanding Gfficer would
have a mcre realistic measure of squadron budgetad cost per
hour execution.
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6. Feedback %2 Qpsrating OIpits

CHAR should ezgoyilia. at Lieast gianiezly, ipnfermataen
on QEC-01 funds mapagepant :o all 2m2iza%ting walts and thed:z
32SIC'S. Management control would be snhanced by
disseminating the followingy information down tha chain of
coamand:

(1) actual monthly/quartearly TMS cdst per hour versus
standard cost per hour,

(2) those squadronssactivities that consistently submit
valid obligation, flying hour, and fuel consumption
data withina the pressribed time frames, and

(3) the number of units regquesting JPTAR and/>:- £flying
hour augmentations, the number of each not granted,
and the reasons for aot grantiag the reguests.

Feedbaci of this type woull enhancs ths managemant control
of GFC-01 funds iIn three specific ways. Firs+, it tells the
oparatiing unit +hat attention is being paid to the
information submitted in the BIR, FHCR, and augmentation
rejuests. Second, by iderntifying thosa commands with good
performance, it encourages the operating anit t> submit
valid information. Third, it providiss the ISITs and unit
commnandiers with CNAP's aszassment 5f unic financial and
flying hour wmanagement perf ormince.

Implamentation rejiires unilateral actiosn by *“he
s+taff, CNAP. The¢ information to be provided to the
operating units and Punctionalsadir Wing Commandsrs is
readily available and tha reported CPH versus standard CPH
is already reported in Staff internal managemert reports.
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G. SUMMARY OF RECOMMENDATIONS

Based on the analysis >f the thesis and the conclusions
prasented, the following rscommendations to improve the
management control of OfC-)1 funds ware made:

(1) Allocate QFC-01 funis through the operational chain of
command.

(2) Fund administrators' performans: avaluations should be
linked with their OPC-01 fundis budge* execution.

(3) The format of the BIR should bz revised.

(4) The budgeted cost par hour staniard shouli incorporate
the different operational phasass of aviation units.

(5) CNAP should provide feedback oa IFC-01 funds
management t> all opsrating units and their ISICs.

H. SUGGESTIONS FOR PUTURE STUDY

There are two areas raiated to Flight Operations
(OFC=-01) fundis management and the Yavy Plying Hour Program
(FHP) that are suggested for futurs study. PFirst, the
relationship between buldgat executisa and aircraft readiness
should be examined. Seconi, ths valility of cost par hour
(CPH) as a measure of performance £o- the Flying Hour
Program (PHP) is should ba invastigated.

The ultimate goal of any mili<ary organizatiorn is
readiness. In aircraft sjuadrons, rsadiness is measurasd in
a nusber of ways (e.g., parcentage of trained crews
available, training level >f the available crews, airframes
available)., Cost per hour is a1 statistical measurement of
the average cost per averije hour of aircraft speration.

The cost per hour ameasureaant is an indicator of the cost %o
fly a2 given number of hours, wher=2as 1 readiness measurement
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such as aircrew training readiness is also a function of
flight time. "What is the cost of ruadiness?® is a question
being asked by many sourcas includiny the Congress, the
Office of Nanagenment and Budget, and Department >f Dafense
itself. "What is the cost of aircralit readiness?" s an
arsa of potential fu*ture rasearch.

OPFC-01 funds cost per hour (CPH) is a statistical
figure based upon historical fund obligation data., The CPH
is an indicator of the resourca:s ragquired to support a
certain amount of flight time. Ths ZPH is used by CNAP to
mea sure the perfcrmance of reporting squadrons in meeting
ths budgeted cost per hour objactivas establishad in the
OP-20. As developed in tils thesis, and the theses by Reily
and Sheppard (1980) and Bozin (1982), direct aviaticn
support funds management is principally £fiduciary ir nature.
CPH compares resources 2xpandel to tours flown. The PFHP, on
th» other hand, is established to support operational and
training requirements. Oparational or training 'rezdiness!
is the desired result (2.3., hours :lown for assignsd
mission, carrier gualifications). The PHP is budgeted and
funded based on the historical cost par hour. While
readiness is the desired rasult of tas FHP, the actual
measure of the program is cost per hour. There appears %o
be no correlation betwean ZPH and ths achievement on
maintainence of a level of readiness. Thus, the validity of
using cos* per hour as tha measur2 of performanza for the
Navy Flying Hour Program should be iavestigated.

I. SUHHNARY

This thesis has exasinsd the munagement control of
OFC-01 funds at CNAP. An attempt 12s been maks t> provide
information that will be useful in iaproving the management
of those funds. As noted in the conclusions, tha existing

a7



inorir, - T gy o

oy e

control for OPC-01 funds proviles filuciary coantral and is a
sound basis for improved aanagement sontrol of JIPC-01 £unds.
The recommendations presented provilda an opportunity for:
(1) the Squadron Commaniing Jfficeacs to compare sguadron
performance with tha CNO budgeted cos+t per hour, and
(2) facilitating more accurate raparting of fusl
corsumption Jata.
Tha benefits of implementing the raco>mmendations of the
thasis would accrue to CNAP and the VYavy as a whole.
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ARRENRIIX A
THE PEDERAL BUDGET PROCESS

The federal budget process is composed of overlapping,
interrelated cycles, anl may be brokan down ints> four
distinct phases. These four phases are termed: (1)
exacutive formulation and transmittal; (2) congressional
enactaent; (3) budget execution and control; and (4) review
anl audit. The first phasa is furthar broken down in<o
three stages: planning, programming, and budgeting. The
four phases are described in this appendix. Exzapt where
noted, the material is 3drawn from th2 Practical
Comptrollership Course, Student Text, of the Naval
Postgraduate School, Second Edition, pp. A-3 to> 27.

A. EXECUTIVE FORMULATION AND TRANSMITTAL

The executive formulacion phasa 5f the budget process
provides the basis for dezidiny whiza programs an agency
should pursue in an effort to achiava its overall goals and
cbjectives. This process is extremealy complex in an agency
as large and diverse as tha Departasat of Defemse (DOD),
especially given that agency's broad gyoal of providing for
tha national defense. In order vo 3yive some structure to
the decision-making process within his Departmeat, Robert
McNamara, Secretary of Defa2nse in tha sarly 196)'s,
institu+ted *he Planning, Programming, and Budgeting Systsm
(PPBS). Two valuable improvemants to the decision-making
process accrued with tha alvent of PPBS. First, focus was
centered more on objectivas apnd purprsas, and the lorng=-tera
alternative means for achisving them, rather than meraely on
the existing base and incramental improvements to> it.
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Second, the process of programming brought together planning
and budgeting by defining a procedar2 for the eguitable
distribution of available resources among competing
programs. Based on sound princziples, the PPBS system was
incorporated into other government ajyancias by the
»il1-1960's, but in 1971 it was ",..>fficially abandoned by
tha federal government....Its basic ijeas, however, live
Oh. .. under other labels, ia %*he feisral
agencies.... (Indeed) , the systam continues essentially
unchanged@ in the Departmeat of Defense”"” (Anthony and
Herzlinger, 1980, p.304).
The three phases of PPBS may b2 iascribed as follows:
(1) PLANNING. The planning phase begins with the
preparation and submission of tha Joint Stratsgic Planning
Document (JSPD) by the Joint Chizfs of staff (JCS), which
assesses the threat to Jnited Statas security and develops
force objectives to assuce that sacurity. Th2 Secretary
5f Defense (SECDEF) uses the J5PD, along with Jffice of
the Secratary of Defensa (0SD) imputs to formulate his
Defense Guidance for program devalopment. This is issued
to the “hree military 4spartmerts and concludes the
planning phase.

(2) PROGRAMMING. In th2 programmiig phase the Defense
suldance strategy is translated inctd program farce
structures in “erms of rasource rajuirements, including
personnel, material, anl monay. This is done by each
milicary department in the form of Program Objective
Yemoranda (POM). The Navy POM, for 2xample, i3 the
Secretary of the Navy's annual rac>amendaticen to SECDEF
for the application of Dspartment >f the Navy (DON)
resources. The JCS then issues a Joint Program Assessment
Memorandum (J2AM), which gives JCS views on the adequacy
of the composite force and rssourza lavels prasented in
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the departmental POMs. SECDEF analyzes the JPAM and POMs
and then develops a Progcam Decisis>n Memorandum (PDM).
This PDM forms the basis of Lis program recoanendations to
the Presidznt and is tha final step of the programming
phase.

(3) BUDGETING. DThis is the last step in the PPBS cycle.
In this phase the programs dasvelopzd and approved irn the
preceding stage are translatzd int> annual funding
requirements by their raspective sarvice. These
requirements are forwariad +5 O0SD whsre SECDEF makes his
final choices of recommsaded programs within any
appropria“e budget planning constraints. The final 0SD
budget estimate is then forwarded t> the Office of
Yanagement and Budget (34B). Aftar taking inputs for all
iepartments and agencies, OMB praparas the President's
budget for submission td> Conjyress.

B CONGRESSIONAL ENACTMENT

Following the executiva fcrmulation phase of “he budget
process is +he Congressional enactaeit phase. This process
is governed by the Congressional Buiya2t and Impsundment
control Act of 1974. Al:hdugh it contains several
significant provisions, the on3 most ralevant t> this paper
is its establishment of an ordarly, structured Zongressional
budget enactment process. The Act basically provides for
four phases to this process which ara described below:

(1) BUDGET SUBMISSION. By November 10th the President
submits to Congress a current services budget, which
astima+es the cost of continuing all current programs a+
their present level. Within 15 3ays after Congress
convenes in January, th2 President submits his annual
budget including the Defanse budjyet as preperz? ia the

2 xecutive formulation stage. Shortly theruefteyn,
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Congressional oommittzes begin hsarings, including
testimony for both proponents ani spponents of the
programs, in order to fully investigate and analyze the

budqget.

{2) AUTHORIZATION. Ian the budget 2nactment process

S e M+ s o B i

Congress follows a two-step authorization and
appropriation procedure. In this phase they complete the
authorization step. This is the 2nactment of specific
legislation authorizing an agency to pursue particular
programs or activities. It ioces not provide funds, but
normally sets maximum dollar amounts to be appropriated or
maximum manpower force lavels for spscific progranms.
Authorization legislation for th2 aniformed military is
ander the primary cognizance of th: House ani Senata Armeil
Services Committees. Diaring this ohase Congress also
adopts the First Concurrant Resolution, which is an
astimate of gross revenu2 receipts and budget =2xpenses.

It eséablishas spending targats, tha level of budge:
surplus or deficit and the lavel of public dabt.

(3) APPROPRIATIONS. 0Ons2 a progran receives
authoriza+ion, it acquicres *ae funis for execution through
the enactment of appropriations l2yislation. This process
is steered by *he House and Senate Appropriations
committees and, for the military ssrvices, “heir Defense
Subcommittees. These appropriatioas are basically
isveloped within the coastraints of the previous
authorization legislation.

(4) RECONCILIATION. 1In this phase Congress adopts the
Second Concurrent Resolution, which either reaffirms or
revises the FPirst Concurrent Resolution and modifications
thereto. If necassary, it reconcilas any differences
between the two resolutions and astablishes buiget

P
i
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ceilings by functions anil a floor £or budget rsceipts.
Their action results in the annual budget of the United
States governaent.

C. BUDGET EXECUTION AND CONTROL

Once tha budget is anacted by ongress it bacomes the
financial plan for operations >f =ach specific agency.
Normally appropriations ani other buigstary resources are
apportioned by the Director of OMB t> the agencies on a
quarterly basis., The main objectiva of this apportionment
system is to ensure the effective ani osrderly use of %<he
funds and preclude over-obligation.

D. REVIEW AND AUDIT

This final phase of th2 budget pracess runs both
concurrently with the execaition phas: and following iz. The
irdividual agencies are rasponsible for ensuringy that the
obligations they incur ara in accord with the appropriate

legislation and cther existing laws and proceducres.
Adiitiornally, OMB and tha Seneral Accsounting Office (GAO)

conduct reviews and audits of the agancies.
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AREENDIX B
AUTHORIZED OPC-01 PUND BXPENDITURES

(1Y FPuel and lubricants for aircraft

(2) Aviators equipuentAa NAVAIR allowance list J035QH pertains

(3) Colored jerseys - utilized to idantify squadron perscnnel used in

the launch and recovery of aircrafe

(4) Consumable office supplies

(S5) Aerial film and recoriing tape usad in flight

(6) Lire crew safety equipment

(7) Liquid/breathing oxygsn anrd nitroagsn

(8) maintenance/servicing costs at U3SAF bases (flight packets)

(9) Forms and publicatiosns (Navy stock systenm)

(10) Attorney's fees - in foreign countries with TYCOM approsval

(11) Professional publications; including books and magazines

(12) Squadrzon plagues - for CO, X0 ai1d retention efforts (se2
COMNAVAIRPAC SAN DIE3Q CA MSG 1417012 FEB 31)

(13) Incentive awards - as prescribei in SECNAVINST 1650.24 sariss

(EXTRACTED FROM KNAVSO P-3013-2 APPENDIX 11)
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ARRENDIX ¢
WAVY PLYI NG HOUR PROGRAM

A. PURPOSE

The purpose of this appendix is to delineate the
met hodolcgy utilized to pr>duce the Vavy Flying Hour Program
(FHP) «

B. BACKGROUND

The Flying Hcur Prograam is the cs>mplex statament of all
requirements, budgeted hoics, associated costs, fuel usage
and readiness milestones for Naval Aviation forcas. The
fastors used t5 delineate the progran have been developed by
Flset Commanders, in conjaaction with the OPNAV Staff,
through experience and ongoing revisw. These factors are
designed o present from a macro poiat of view, the Navy
FHP .

To provide a least comnmon ienomiizator for comparison and
costing purposes, the PHP is expr2ss2d in terms of hours.
Many of the factors represant averagss and are not intended
to depict fully the minuta detail of the prograa.

It must be undarstood that, in the Navy, the Fleet
Commander has full authority and resd>onsibility for the
exscutior of his assigned mission within allocated asssts.
To this end, the e2xhibits which comprise the FHP are guides
0o be utilized in the execution of tia overall aission.

The bulk of the PHP (7)%) s eontained within
CINCLANTFLT/CINCEACFLT proyrams. Th2 Undergraduate Pilot
Training Program (UPT) comprises 25% of the FHP and the
reaaining 5% is in the CINCUSNAVEUR, CNJ, and CMC programs.
Bach of these ma jor compon2nts will bHe discusseil
individually below.
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C. TFLEET PROGRANS

The Fleet Commanders' FHP's are 3divided into three major

categories:
(1) TACAIR/ASW, operational coabat units;

UADRON3 i
é%%ngi fonafﬁﬁ ires e% 5:;26135;" which provide

{(3) PLEET TACTICAL _SU un‘t{ vhich ort flae® ai:,
sea ancd shore sed n ss ﬁs Flaat Mar n zarca (rn )
programs are 1nc1uded as part of the appropriate Pleet
~omkandar's FHP,

D. TACAIR/ASW (SCHEDULE A)

1. EQRCES

The key factor her2 is the forca levels (UE)
assigned to each fleet. PHP force lavels are derived fronm
the PYDP document known as the Aircraft Program Data PFile
(APDF). To account for increasingrsdacreasing force levels
(€. 9., F-14/F~-4) an averaging technijue is employed to
praduce the number of air-raft to be sperated, oun the
avarage, for each of the FYDP years.

2. GCREW

For each type sguairon a flijht crevw manning factor
has been derived which detarmines ths number of crews
rejuired for that organization to zarry out its assigned
mission., This factor is kanown as tha CREW/SEAT Ratio (CSR).

3. HQUBS

For each type aircraft, the Fleet Commaader has
determined, through experiance, ths 1our milestones to
maintain stated objectives. The "yardstick" is Primary
Mission Readiness (PMR). PMR is thoss hours rsjuired to
naintain the average flight crav gualified and curren: to
per form +*he primsary mission of the assigned aircraft; to
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include all-weather,/day/night/carriac operations as

appropriate.

To provide guidelines for th2 squadron commander for
the execution of his traiiaing progranm, each Pleet Commander
publishes a Training ani R2adiness Manual (R/T Manual).
Thase manuals are appraved by CNO. They delineate those
evoiuticrs deemed essential to attaiament and maintenance of
the desired readiness laval. Thes2 ailestones ares =zquated
to a number of flying hours rejuired f5r +heir complezion.
Thase nrumbers are averages of averigas =- accountirng for the
relative experience and skill lavals >f all assigned crews.
Thase average numbers reflact ieploy2d as well as
non-deployed milestones.

It must be noted that thers is no inten:t in the FHP
or the R/T Manual to imply that evary crew will be alloca:ed
th2 prescribed hours nor that they will achieve each of +hs
R/T Manual evolutions every month, but that thesy will
average that number of hours/evolutions (or less) cver the
entire year.

4., COMPUTATIONS

s i P S S e S > T

Force Levels (UE), Crew Seat Ratio (CSR), and PMR
hours are combined as £5llaows to compute +the anaual FHP
requirement for each TACAIR/ASW squairon:

UE X CSR = CREWS CREWS X PMR HRS X MOINTHS + STAFF HRS =
RQRMNT

For exampla, the annual requiremsnt for 8 squadrons of
f-14's would be:

ACFT X CSR = CREWS 96 1.21 115.2

CREWS X PMR HRS X MONTHS + STAFF HRS = KQRMNT 116.2
23 12 1680 33,740
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TACAIR/ASW Program Factors are:

ACFT NAVY C
A-6 1. 15
EA-6B 1.50
A-7 1. 42
A-7E 1.42
P-4 1. 17
F-14 1. 21
E-2 1.25
E-1 1.63
RA-SC 1.25
RF-8G 1.33
H-2 2. 30
§-3 1. 50
p~-3 1.38

SR

PMR HRS

25
25
23
25
23
23
29
29
20
23
29
32
52

ACFT

A=Y
A=6
AV-8
EA-6
F=4
H=-45
H=53
0v-10
KC=13
AH~-1
UH-1
RF-4B

)

th2 number of students to be trainad.
programmed by category, eich category requiringy a prescribed
nunber of hours *o train; resulting in the required hours.

II

III

Iv

1. CAIEGOR

)4

MARINE CSR

FLEET READINESS SQUADRINS (SCHEDILE B)

1.40
1.25
1.40
1.25
1.25
1.10
1.1
1.20
1.80
1. 10
.85
1.40

PMR HRS

23

25
21
25
23
27
28
23
49
27
28
23

The hour requirement £or FRS squidr-ons is a fanction of

Studen4s ars

Category descriptions are as follows:
A nev pilot right out of UPT.

gigginsition pilot;

ane,
g refresha
u

a:iF2fRERE

but not current.

fleet exparienced but not in this particular

r pilot; fleet axperisnced in ¢his ~icular ai
<“not current. ' pecis is particular airplane,

il
ﬁtpno

gt with considar
curcant (prosp

Special student (Parcy Pilot,
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2. [HQURS

Syllabus hours plus all ovarhead hours raguired o
completely train the studsat (chase flights, adversary
flights, incomplete flights, raflys, maintenanca test
flights, weather aborts, 2tc.)

P. PFLEET TACTICAL SUPPORT (PTS) (SCHEDULE C)

1. HQURS

Annual planning fastors (utilization rate) are
maintained for each aircraft assignal in the PTS role.
Thase rates are updated by: (a) past year accomplishment,
ani (b) Fleet Commander iaput.

2. [EQRCES

Aircraft forces ar2 assign2i to FTS by OPNAV to meet
projected support requireaants,

3. GOMPUTATION

UTILIZATION RATE X FORCES = HOURS REQUIRED

G. UNDERGRADUATZE PILOT TRAINING (UPT)

Annual planning factors ars maintained for 3ach aircraf+
as a function of the Pilot Training Rate (PTR) aix of djet,
prop, and helicopter pilots to be trained. Praogram
requirements are computed by CNET anl forwarded to CNO
(OP-51C) for inclusion in the sverall FHP.

H. STATE OF READINESS

Piscal constraints ovsr *he past several yaacs have

necessitated reduction below the laval of Primary Mission
Readiness. O0SD and CNO have acceptel as a minimum 88% PMR
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(TACAIR/ASW) for the long term. 85X 52f established Fleet
Tactical Support requiremants will saupport this reduced
readiness level. Readiness Training Squadrons and UPT
rejuirements must be met to providas a stable personnel
situation and long term rsadiness through 100% training. To
maintain deployed forces at an adegquate level 5f readiness,
they are allocated sufficiant assets to support full PMR.

Units in wvorkup phase, preparatory t> deployment, are also
allocated full PMR hours. This praca2iure proviilas

aczeptable readiness for thiaese forzes, at the expense of
non-deployed units.

I. CINCUSHAVEUR/CNO/CHMC PROGRANMS

The NAVEUR, CNO, and CMC FHP's are primarily

adainistrative support prijrams. HOir requireaents are
derived in the same manner as FTS (SCHEDULE C) rsquirements
for CINCLANT/PACFLT.
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AFY
ADP

CND
COMNAVAIRLANT
COMNAVAIRPAC
CNAL

CNAP

CPH
FAADCPAC
FASOTRAGRUPAC
PHCR

FHP

FYTD

NAVCOMPT

OB

OFz

OF2-01 FUNDS
OPNAV

OPT AR

0P-20

0SD

0EY N

POL

SECDEF

TEC

THS

TYCOM

APPENDIX D

GLOSSARY OF ACRONYNS

AVIATION FLEET MAINTENANCE
ANNUAL PLANNING FISURE
CHIEF OF HAVAL CPERATIONS

COMMANDER, NAVAL
COMMANDER, NAVAL
COMMANDER, NAVAL
COMMANDER, NAVAL
COST PER HOUR

FLEET ACCOUNIING

PLYINS HOUR PROGR
PISCAL YEAR IO DA

AIR
ALR
AIR

AILR

AYD

aY
TE

FORCES,
FORCES,
FORCES,
PORCES,

U0.sS.
Jge.S.
U.s.
J.S.

ATLANTIC FLEET
PACIFIC FLEET
ATLANTIC PFLEET
PACIFIC FLEET

DISBURSING CENTER PACI FIC
FLEET AIR SPECIAL JPERATIONS TRAINING GROUP PACIFIC
FLYINS 3DUR COST REPORT

COMPTROLLER JF THE NAVY

OPERATINS BUDGET

OPTAR FUNCTION CATEGORY
PLIGHT OPERATIONS FUNDS

OFFICE 3F THE CHIEF OF NAVAL JPERATIONS

OPERATINS TARGET

CNO FLYING HOUR PRIGRAM BUDGET DOCUMENT

OFFICE JF THE SECRETARY OF DEFENSE

OPERATION AND MAINTENANCE, NAVY APPROPRIATION

FETROLEUN, OILL AND LUBRICANTS

SECRETARY OF DEFE
TYPE EQUI PMENT CO
TYPE/MODEL/SERIES
TYPE COMYUANDER
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